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w' PORATION COMMISSION 

FINANCING APPLICATION 
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E 

You must complete all items in the application according to the instructions 
provided. If you have any questions regarding the application, call the Chief, Financial & 
Regulatory Analysis Section at (602) 542-0743 for assistance. 

Send the original and sixteen copies of the application and cover sheet to the 
following address: 

DOCKET CONTROL CENTER 
1200 W WASHINGTON STREET 

PHOENIX AZ 85007-2927 



PUBLIC NOTICE 
OF 

AN APPLICATlON FOR AN ORDER 
AUTHORIZING THE ISSUANCE OFLong Term Debt -. 

BY Keaton Development,Co.,In6. 

geatnn npTTPiqment cd filed an Application with the 
Corporation Commission (Commission) for an order authorizing Applicant to issue 
$40,000.00 of Long Te’rm DEat The application is available for 
ULspeCtion dutlng regular business fiours ai uie office of the Commission in Phoenix, 
Ariurna, and the Company’s offices in S a 1 m e  

- 

, Arizona. 

Intervention in the Commission’s proceedings on the application shall be 
p d t t e d  to any person entitled by law to intervene and having a direct substantial 
interest in this matter. Persans desjring to intervene must file a Motion to Intervene with 
the Commission which must be served upon applicant and which, at a minimum, shall 
contain the following information: 

1. The name, address and telephone number of the proposed intervenor and of 
any person upon whom service of docunents is to be made if different than 
the intervenor. 

2. A short statement of the proposed intervenor’s interest in the prowed@. 

3. Whether the proposed intervenor desires a formal evidentiary hearing on the 
application and the reasons for such a hearing. / 

4. A statement certifjing that a copy of the Motion to Jntervene has been mailed 
to Applicant. 

’Fhe granting of Motions to Intervene shall be governed by A.A.C. R14-3-105, 
except that all Motions to Intervene must be filed on, or before, the 15fh day after tbis 
notice. 



Alice Opie 
of said county, being duly sworn, deposes and says: that he/she is and at all times herein mentioned was 
a citizen of the United S?ates, over :he age of tvienty-one years, irnd is competent to be a witness on the 
trial of the above entitled action, and that he/she is not a party to, nor interested in the above entitled 
matter. 

That he/she is the Advertising Agent for the: 

PARKER PIONE ER 
(published weekly) and which is a weekly newspaper of general circulation, published and circulated in 
the said County of La Paz, and is published for the dissemination of local news and intelligence of a 
general character, and has a bona fide subscription list of paying subscribers, and said newspaper has 
been established and published in the City of Parker, County of La Paz, State of Arizona, for at least one 
year before the publication of the first insertion of this notice and said newspaper is not devoted to the 
interests of, or published for the entertainment of any particular class, profession, trade, calling, race or 
denomination, or any number thereof. 
That the: 

APPLICATION FOR AN ORDER 
Lona Term Debt 

Keaton DeVelODment Co.. Inc. 

of which the annexed is a printed copy, was published in said newspaper at least Ltirnes, commencing 
on the 14th day-of April. 2004, and ending on the 14" day of ADril. 2004, all above days inclusive, and 
in the regular and entire issue of said newspaper proper, and not in a supplement and said notice was 
published therein on the following dates, to-wit: 

ADril 14. 2004 

Subscribed and sworn to 6efore me this a day of April. 2004. 

------ 
Notary Public . in -- and for th'e county -&A of L z, State of Arizona. 

OmWALsEM 
SANDRA K. GRtfFlN 

-_1---_ -N&wwk- 
My Commission Expir MOHAVE COUNTY 

MY m m .  ~xpites~uly24,2@M - . . . .- . 
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CUSTOMER'S ORDER NO. 

NAME 

ADDRESS 

CnV, STATE, ZIP 

I !  I I 

_..._ :. . . .  

. -  .- . ._. . . . . - . .- __ -. . . 



-__- KEATON DEVELOPMENT COMPANY 
BALANCE SHEET AT /&/3//3. I & IMPACT OF $40M LOAN 

I I 
I 

ACTUAL IMPACT OF ' AFTERLOAN- 
12131 10.3 LOAN FUNDED 

ASSETS I 

CURRENT ASSETS 

CASH $5,628.88 $5,628 81 
ACCOUNTS RECEIVABLE $1 6,585.94 $16,585.94 - 

$22,214.82 $22,214.8: TOTAL CURRENT ASSETS 
-- 

___-----.- 

LONG . -  TERM ASSETS _ . _ ~  

I -_ - -___ 
$515,17550 $515,175.3 

ACCUMULATED $267,725.85 $267,725.8! 
TOTAL FIXED ASSETS $247,449.65 $247,449.6! 
DEPOSITS $4,210.86 $4,210.81 
ENGINEERING FEES TO BE 
PART OF FIXED ASSET CONST. $0.00 $40,000.00 $40,000.0( 
TOTAL LONG TERM ASSETS $251,660.51 $291,660.5' 

FIXED ASSETS - 

I 
TOTAL ASSETS $273,875.33 $313,8753 

LIABILITIES 

CURRENT LIABILITIES -4 
ACCOUNTS PAYBLE - CURRENT $9,466.64 $9,466.64 

$6,450.07 $6,450.0; ACCRUALS 
CMLTD $2,340.00 $2,115.30 $4,455.3( - 

$20,372.0' 
' 

TOTAL CURRENT LIABILITIES $18,256.71 

LONG _- TERM LlABlLlTES 

ACCOUNTS PAYABLE - LT $128,822.12 $ I  28,822. I i 
LONG TERM DEBT- $42,804.88 $37,884.70 $80,689.51 

TOTAL LONG TERM DEBT $1 71,627.00 $209,51 I .7( 

ADVANC~S~XD OF CONTSTRUCT $246,805.54 $246,805.9 

$476,689.2! TOTAL LIABILITIES $436,689.25 

NET WORTH -$I 62,813.92 4162,813.9; 

TOTAL LIABILITIES AN0 NET WORTH $273,075.33 $31 3,8%%3 

-_____ 
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KEATON DEVELOPMENT COMPANY 

WIFA Application Assumptions to Projections.max 

L 

Income: 

Based fin thc last 12 month!: dactual results plus a 7% increase in income per year. The incrcnsc 
is bawd on nn increase of 28 hntlk ups per year at the nveragc price af$3 ! .20 per I~ook up. 73is 
incrcase appears to hc cunservativc bawxl on tiic fnct thar rhcre are thrw dcvclopmtnts in the m a  
(Indian Hill Airpm, Descrt Palms Resort and KRC l3evclopmcnt) thnt will provide 382 honk - 
ups. l-hesc tlircc prqjects alone, using an absoq&n period d 15 ycsc~., will pmvidc 23 new - 
liacrk irpa per ycar ovcr the perhd. 

Rad Il)ebts: 

Based on historical amounts. 

Each of these expense catcgories are based on a permiage of income from the last 12 months of 
ctpcrations. It Is fcft. that this is thc bcst method rir projecting t.he msts 3s each shanld be 
impacted directly by any increases in income, in proportion to thc ~maunt of thc change. 

In 2004, tbc company will pay the rcmnining $16,000 owed to the bnnkruptq attorney plus 
.%3,000 for accounting and miscellaneous Icgd fees. Going forward, thc company fccls 
~mf~rlablr:  tlmt ii will be able to kecp these fces at 9;3.0I)O. 

Payroll ExpenlPc: 



Bascd on thc sncrent salary under the bmkrupky plan 0€$1,500 per month with a $2,000 
incrcase per yem over the term oftIic projections. 

Payroll Expcnac: 

Based on the Inst tweIvc montlrs results with Q 3% increase in cach year of tlic pmjectiomlRent - 

Based nn a currcnt lease of 5325.00 per mnnth for 2004 and 2005. In 2006, the compmy cxpccts 
tn movc to a lmgcr facility and is planning for thc rent to incrcase to $416.67 per month or 
9;5,ouo per ycar. 

Page 2 n 1 2  

WIFA Application Assumptions to Projections.max 







KEATON DEVELOPMENT COMPANY 

AS$UMPTHON$ TO PRoJEcTXoNS 

WIFA Application Assumptions to Projections.max 

I 

Income: 

Based fin thc last 12 months of acmal mults plus a 7% increase in Incomc per year. Thc increase 
is based on nn increme of 28 hnak ups per year at the nwragc price d $ 3  i .20 per hook up. This 
incrcnse appears 10 hc conservative based an tbc fact that thcre are thrcc dcvclopments in tlic arm 
(Indian Mill Aiqnrt, Descrt Pdms RGSOI~ and KRC nevcbpmcnt) that will provide 382 hook - 
ups. I l e x  thrw prujects alone, wing an absorption pnicld fir 15 years, will pmvidc 25 new - 
hook aps per ycar ovcr the period. 

Based nn histmica1 ilmoimfs. 

Each of these cxpcns~ categories are &z%ed on B perwiagc o€ incnmc from thc lnst 1.2 mlnnths o f  
crpcraticms. Tt Is kit .  that this is thc bcsc mcthad for projecting t.he casts RS each should be 
impacted directly by any incteascs in income, in proportion to thc ~ ~ ~ n u n t  of thc change. 

In 2004, tbc company will pay the rcmnining $1 G,OOO owed to the h h p t c ) :  attorn9 plus 
!k3,000 fnr accounting and miscellaneous lcgwl fees. Going fowwd, thc cnmpany fcds 
cnnforbbIc that it will be able tn keep these: fces at 9;3.flflO- 



Bascd on thc current salary under the bankruptq plan 0€$1,50Opcr month with B $2,000 
incrcast: per year over the: term aftlic projections. 

Based cm the last twelve months re~ufl‘s with n 3% increase in cach year of thc pm.ections.JRcnt - 
officc; 

Bnscd nn a currcnt lense of 5325.00 per month for 3,004 and 2005. In 2006, the cornpmy cxpccts 
to mow to a largcr facility nnd is planning for thc rent to increase to $416.67 per month or 
S;5$00 per ycar. 

WlFA Application Assumptions to Projections.max 
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. .  

complete copy of the 

which- ===filed in the off ice  of t h e  Arizona Corporation Commission 

on thac26thday of 7 A p r i l ,  1971, AS provided by l a w .  

SET MY HAND AND ACflXLD THE DWIQAL SEAL 
OF THE ARIZONA CORPORATION COMMfSLION. AT 
THE CAPITOL. IN THE CITY or PHOENIX. PHIS 26th - 
DAY OF &&. t A. 0.1971 

*IN WITNESS WHEREOF, t WAVE MCREUNTO 

+ Y. 
W 8LCRCTARY. 



. .  ' . . .  

. *  . .  



. 
I 

. .  

BE IT KNOWN M A T  
. .  

HAVING SUBMITTED TO TWE ARIZONA CORPORATION COMMISSION EVIDENCE OF COMPLIANCE WITH 
THE LAWS OF THE STATE OF ARIZONA GOVERNING ME INCORPORAflON OF CWPANIES, Is, BY VIRTUE 
OF THE POWER VESTED IN THE COMMlSSlON UNDER THE CONSTITUTION AND THE LAWS OF THE STATE OF 

ARIZONA, HEREBY GRANTED THIS 

,>- 
CERTIFICATE OF INCORPORATlON 

8 

AUTHORIZING SAID COMPANY TO EXERCISE THE FUNCTIONS OF A CORPORATION, UNDER THE LAW% 
NOW IN EFFECT IN THE STATE OF ARIZONA, AND SUBJECT TO SUCH LAWS As MAY HER- BE 
ENACTED, F b R  A PERIOD OF TWENTY-FIVE YEARS FROM THE DATE HEREOF, UNLESS SOONER REVOKED 

BY AUTHORtTY OF LAW. 

Y ORDER OF THE ARiZONA CORPORATION COMMISSION. 

1% W h e s s  Whereof, I, 

WE CHAIRMAN, HAVE HEREUNTO SET MY HAND AND CAUSED THE OFFlCW 

CAPITOL, IN THECIfY OF PHOENIX, THIS 
SEAL OF THE ARfZONA CORPORATION 

82640 I 





ALL BY m S E  PRESENTS: 

That we, KP2VfON -R, ]REX E. and 'EVA ]SEWJeI1# 

+he undeZ8ignedr having this day assodated ourselves together . 
C o t  +he ~ I S ~ O S O  of f0-g a corporation m e r  the laws of the 

S t a t e  of Ar~zOnar do helceby adopt the following Aztkles of ' 

The mums, residences und post office addzesses of the 
. 

. 

Pw Ow Bo% 424 
. Salome, Arizona 85340 

PI Ow BOX 415 
Salomae8 Arizona 85348 

? .  

EVA KEW$R 

ips1 place of business of SW4TON DEVELOP- 
I 

i 

. .  
# 







- 
I 

. .  in trust. 

( l , O O O f O O Q )  Sfulilgs of tha par value of OBcg l36LLAR ($2,00) -ahr 

I -4- 



. .. . 

MVZD 8.  having been a bona fide rcrrsident 

-5- 



. .  
. .  



. ' .  



AWI'tIDME. ,' TO THE ARTICLES OF INCOW UTION 
OF THE 

KEATON DEVELOPMENT COMPANY 

-211- TIM€ __- 
00 8a 6 (co- g' 

IU?E 

Pursuant to MOM Revised S t a m ,  Secdon 10-1002, the Articles of 
Incorporadon of Keaton Development Company, are hereby amended in the following 
respeccc= 

ARTICLE IV 

The time of the commencement of this corporation shall be the date of the 
filing of the original Articles of Incorporation with the Corporation 
Commission of the State of Mona, and the term of duration &an be 
Perpe-l. 

I ARTICLE VI1 

Efkcdve on September 4,1996, the affain of the Corporaton shall be 
conducted by a Board of Direaolv coNisting of not less than one (1  ) MK 
more than five (5) persons who shall be elected annually by the stodcholdel.~ 
at their annual meeting to be held on the second Tuesday of February of each 
year, and who shall serve until their successo~s have been elecced and 
gwlified. 

. 

AII other p d o m  of the ariginal Articles of Inconmratbn of Keaton Development 
Companyremainunchanged. . 

I CERTIFICATION 

I, Dorothy Matfhews, the duly elected, qualified and acting Seaet;uy of Keaton 
Development Company, an Arizona corporadon, do hereby cereifj' that the above is the 
Amendment to Ardcles of Inaxpodon of this Corporadon dufy and reguhrfy adopted by 
the DtreccorJ thereof at a meeting duly and regulariy called and held at the law ofRce of 
Churchlll &t Krueger on the 4th day of September, 1996. Funher, this amendment was 
adopted by thq Board of Directas without shareholder don,  as sharehoIder action was 
mrequtred. 

I Dated thb 4th day of September, 1996. 

Keaton Development Company, an 
Arhpqorporatlon 

APPROVED: 

Marcus Matchews, Direaor 



- ' STATEOFARUONA i 
:s 

County of La P ~ z  1 
On this 4th day of September, 1996, before me, the undersigned N W  puMTc, 

personally appeared DOROTHY MA"HEWS and MARCUS MATlNEWS, lorown to me 
to &e the persons whose?mes are subscrfbed to the foregoing fnstnurrentand 
acknowledged that they executed the Same for the pwpose~ therein contained. 

IN WITNESS WHEREOF I hereunto set my hand and offidal seal. 

5 

Nomry pubuc 

My Commfsslon expires 

2 / s & e  0 
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BY-LAWS 

OF 

KEATON DEVELOPMENT COMPANY 

ARTICLE I. 

OFFICES - STATUTORY AGENT 

Section 1. OFFICES. The principal place of business 

of the corporation shall be in the City of Salome, County of Yuma, 

State of Arizona. The corporation may have offices ahd places 

of business at such other places as may be determined by the 

Board of Directors. 

Section. 2. STATUTORY AGENT. The statutory agent of 

the corporation in Arizona, upon whom all notices and processes, 

including sumruons, may be served, is DAVID S- ELLSWORTH, who a t  

the time of his.appointment was a bona fide resitlent of Arizona 

for at least three (3) years. 

. ARTICLE 11. 

STOCKHOLDERS . J 

Section 1. PLACE OF MEETINGS. All meetings of the 

stockholders shall be held at the office of the corporation, in 

'the City of Yuma, County of Ypa, and State of Arizona, ox at 

such other place within Arizona as shall from time to time be 

determined by the Board of Directors. 

Section 2. ANNUAL MEETINGS. An azUIUa1 meeting of 



stockholders shali be held on the Second Tuesday of FEBRUARY in 

each year, if not a legal holiday, and if a3egal holidayi then 

on the next secular day following at o’clock”” - mM. I 

when they shall elect by a majority vote a Board of Director$, 

and trailsact such other business as may properly be brought 

before the meeting. 

Section 3. SPECIAL MEETINGS. Special Meetings of the 

stockholders for any purposes, unless otherwise prescribed by 

statute, xnay.be called by the President, and shall be called by 

. the President or Secretary at the request in writing of a major- 

ity of the Board of Directors, or at the request in writing of 

stockholders owning twenty-five percent (25%)  in amount of the 

entire capital stock of the corporation issued and outstanding, 

and entitled to vote. Such request shall state the purpose or 

purposes of the proposed meeting. 

all special meetings shall be confined to.the objects stated 

in the cal l .  

The business transacted.at 

Section 4. NOTICES. Written notice of annual and 

special meetings of stockhqlders, stating the the, place and 

object thereof, shall be mailed, postage pxepaid, at least ten 

(10) days before such meeting, to each stockholder, entitled 

to vote thereat at such address as appears on thi  books of th@I 

corporation, except such as may in writing waive such hofkce;’ 

provided, however, that th i r ty  ( 3 0 )  days notice shall be givezi 
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at which it is propose& to amend the w'ticles of Incorporation. 

as provided for by Section 53-303 of the General Corporation 

Law of Arizona. 

Section 5. QUORUM. The holders of a majority of 

the stock issued and outstanding and entitled to vote thereat, 

present in person, or represented.by proxy, shall be requisite 

and shall constitute a quorum at a l l  meetings of the stock- 

holders for. the transaction of business , except as otberwfse 
provided by l aw.  

sent or represented at any meeting of the stockholders, the 

stockholders entitled to vote thereat, present in person or 

represented by proxy, shall have power to adjourn the meeting 

from time t o  t i m e ,  w i t h o u t  notice other than announcement at 

the meetings at which the requisite amount of voting stock 

shall be represented, any business may be transacted which 

might have been transacted at the m e e t i n s  as originally notified. 

If, however, such majority shall not be pre- 

Section 6. CUMULATIVE VOTING. At all stockholaers 

meetings at which directors of this corporation are to be 

exected, each stockholder entitled to vote shall hdve as many 

votes as shall equal the number of shares of voting stock 

owned by him, multiplied by the number of directors to be 

elected, and he may cast all of such votes for a single 

director or may distribute them among the nusnber.to be'votd I . 
for, or any two or more of them a s h e  may see fit. 
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Section 

ARTICIIE: 111. 

DIRECTORS 

. MTMBER, QUALZPXCATION AND TERM. me. 

property and business of the corporation shall be managed by 

its Board of Directors, consisting of not less than three (3) 

nor more than five ( 5 )  persons, Diredtors need not be stock- 

holders. 

stockhol ers, or from t h e . t o  time'by resolution of the Board 

of Directors, and each director shall be elected to serve 

until his  successor shail be elected and shall qualify. 

They shall be elected at the annual meeting of the 

Section 2. VACANCIES. If the office of any direc- 

to r  or directors becomesvacant by reason of death, resigna- 

t i o n ,  retirement, disqualification, removal from office, or 

otherwise, the remaining directors, though less thdn a quorum 

shall choose a successor or successors who shall hold office 

until the next annual election and until. a successor or 

successors have been duly elected, unless sooner dLspbced. 

Section 3. ADDITIONAL POWERS, In addition to the 

powers and authorities by these By-Laws expressly conferred 

upon'it, the Board of Directors may exercise all such powers. 

of the corporation and do all such lawful acts and t h h g s  as. 

are not by statute or by t h e  Articles of Incorporation or by 

these By-Laws directed or required to be exercised or done' 

. 

by the stockholders. 
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Section ' 4 .  MEETINGS OP THE BOARD .OF DIRECTORS. A 

. regular.meeting of the Boa.rd of Direchors shal l  be held w i t h -  

out notice immediately after the annual meeting of stockholders 

at the same place at which such meeting is held, or at such 

other place w i t h i n  the State of Arizona as the directors shall 

designate; thereafter, regular meetings of the Board of Direc- 

tors shal l  be held on five (5) days' notice, at such time and 

such place as the Board of Directors shall designate. 

Special meetings may be held at any tian@ upon the 

call of the President, and shall be called by the Presideat 

of Secretary or other officer performing his duties, on the. 

request of two (2) directors, which request need not be in 

writing. N o t i c e  of special meetings shall be given.by the 

Secretary or other officer performing h i s d u t h s ,  orally or 

by telegraph or by mail, 

or mailed not less than five. (5) days before the meeting.. 

Meetings may be held at any t h e  without notice i f  all the. 

Such.notice shall be given or sent 

directors are present or if those not present waive notice of 

the meeting in writing, efther before or after the meetipg, 

Section 5. QUORUM. A nsajoxity of the.direcrtors* 

shall constitute a quorum at any meeting, except when other- 

wise provided by law, but a less number may adjourn any meet- 

ing from time to time and the meeting may be held as adjourned 

without further notice. 
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ARTICLE IV. 

OFFICEZS AND AGENTS.. 

Section 1. ELECTION AND APPOINTMENT. The Board of 

Directors, as SOOA as may be after each annual meeting of 

stockholders and election, shall choose a President of the . 

corporation, and from time to time shall choose one or more. 

Vice-Presidents, a Secretary and a Treasurer, and from t h e  

to tine may appoint such other officers, agents and employees 

as it may deem proper. 

The office of Secretary and Treasurer may be held 

by the same person, and a President ox a Vice-President of 

the corporation may also be the Treasurer. 

may also be a Secretary. 

among the directors. 

Any Vice-president 

The President shall be chosien..from 

Section 2. TERM OF OFFICE. The President shall  

hold office, unless he shall become disqualified or sooner 

removed by a vote of a majority of a11 the members of the maxd, 

for the term of one (1) year. All  other officers shall hold 

office at the p3easure of the Board. 

Section 3. POwlERS AND DUTIES OF THE PRESIDENT. !I%&' 

President be the chkef executive officer of t21e corparation, . 

and shall have the general management and superbtenderice of': 

the affairs of the  corporation; he shdll preside at allxneet-- : 
.. 

ings of the stockholdeqs and directors; and in all cases'wheire, 
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and to the extent that, the duties of the other officers of 

the company are not specially prescribed by the By-Laws, rules 

or regulations of t h e  Board of.Directors, the.President my.. 

prescribe such duties. 

a l l  powers and perform any and all duties pertaining to the 

off ice of PresSdent, or conferred or imposed upon the. President 

by the By-Laws, or by the Board of Directors. 

He shall have and may exercise any and 

Subject to such limitations as the Board of Directors 

may from time to time prescribe, the President shall have power 

to appoint and d i s d s s  all such agents and employees of the 

company (including any appointed by the Board) as he may deem 

proper, and to prescribe their duties ,  and subject to like 

limitations, may from time to time, delegate to other officers 

of the company any of the powers and duties conferred upon him 

by the By-Laws or by the Board of Directors. 

Section 4.  POWERS AND DUTIES OF THE: VICE-PRESIDENTS. 

The Vice-Presidents in the order of their seniority, in the' 

absence or disabflity of the President; shall perform the'duties 

and exercise the powers of the President and shall perform skch 

other duties, as may be prescribed by the Board of Directors . 

and subject thereto by the President. 

Section 5. POWERS AND DUTIES OF THE. SECRETARY. :'.The 

. Secretary shall attend all sessions of the 'Board and a l l  meet=* 

fngs of the stockholders and act as Clerk thereof, and record 



a l l  votes and the minutes of a l l  proceeaings in a book to be 

kept for that purpose, and shall perfom like duties fox any 

codttee of the Board when requireds 

given notice of all meetings of stockholders and directors and 

shall perform such other duties as pertain to his office. 

shall keep in safe custody the seal of the corporation when 

authorized by the Board of Directors, affix it when required 

to any instrument. 

He shall cause to be 

He 

Section 6. POWERS AND DUTIES OF THE TREASURER. The 

Treasurer shall have the custody of all the corporate funds and 

securities and shall keep full L and accurate accounts of receipts 

and disbursements in books belonging to the corporation and 

shall deposit a l l  moneys and other valuable effects in the name 

and to the credit of the corporation in such depositories as 

may be designated by the Board of Directors. 

the funds of the corporation.as may. be ordered by the Board, 

taking proper vouchers for  such disbursements, and shall render 

to the President and directors at  the regular meetings of the 

He shall disburse 

Board, or whenever they may.require it, an account of all his 

transactions as Treasurer and of the financiail condition of the 

corporation. 

Section 7. POWERS AND DUTIES OF OTHER OFFICERS. All 

other officers shall have such duties and exercise such powers 

as generally pertain to their respective offices as well as 



such duties and powers as from time to time map be pregcribed 

by the President or the Board of Directors. 

ARTICLE v* 

I STOCK AND. STOCK CERTIFICAmS 

Section 1- TRANSFERS. The shares of stock of.the . 

corporation shall be transferable only on. the books of the' 

corporation. 

Section 2. STOCK CERTIFICATES. C&rtificates of 

stock shall be sdgned by the President or Vice-president and . 

the Secretary or- Treasurerr and shall be 'sealed w i t h  the 

corporate'seal: 

ARTICLE VI6 

FINANCE 

Section 1. RESERVES.. Before making any distribution 

of profits there may be set aside out of the net profits of the 

corporation such sum or sums as the directors from time to time 

in thedr absolute discretion deem expedient as a reserve fwd  

to meet contingencies. or for equalizing dividends, or for 

maintaining any property of the corporati.on, or for any other 

purpose, and any profits of any year not distributed as divi- 

dends shall be deemed to have been thus set apart until other- 

wise disposed of by the Board of Directors. 

Section 2. CHECKS. The moneys of the corporation 

shall be deposited in the name of the  corporation in such bank 
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or banks or trust company or trust companies as the Board of 

Directors shall designate, and shall be drawn out only by check 

signed by such persons qs may.be designated.from time to time 

by resolution of the of the Board of Directors.. . 

Section 3. FISCAL YEAR. The fiscal year of the 

corporation shall begin on the 1st day of JULY and end en the. 

30th day of JUNE of each year, unless otherwise provided by the 

. 

Board of Directors. 

ARTICLE VII. 

WAIVER OF NOTICE 

Section 1- WArVER OF NOTICE. Any StOCkhOl&r,  

off icer  or director may w a i v e  any notice required to be given 

under these By-Laws. 

I When under the provisions of these By-Laws notice is 

required to be given to any director, officer .or stockhomer, 

it shall not be construed to mean personal notice, but-s;uch 

notice may be given in writing by depositing the same'in a post 

office or letter box, in a postpaid, sealed wrappex, .adae&sed 

to such stockholder, officer or dir.ector , at such kMress *as .. 

appears on the books of the covration. 

ARTICLE VIII. 

SEAL. 

Section 1. CORPORATE SEAL. The Corporate Seal of 
. .  

the corporation shall consist o f  two. concentric circles;.betwe& 

~ 

-10- 



which shall be the name of the corporation, and in thereenter 

shall be inscribed the year of its incorporation and the'words, 

"Corporate Seal, Arizona." 

ARTICLE IX. 

AMENDMENTS 

Section 1. AMENDMENTS.. These By-Laws m y  be amended 

by vote of a majority of the stockholders entitled to vote at 

any annual meeting, or at any special mee+ing .of stockholders 

called for that purpose. 

.. . 



AMENDMENT TO THE BY-LAWS 
OF THE 

W T O N  DEVELOPMENT COMPANY 

hrrsuant to &tide i& hendment of Bylaws, the &Laws of Keaton Devdopment 
company, an Arizona corporation, are hereby amended in the following respects 

SECXION I.  l!hmkd&cMk&nxd Term. The p r o m  and 
business of the COrporatKHl shaiIbemanagedbyltsB;oardofDhctm,consishg 
of not less dw, me (1) nor more than five (5) persons. Dh.ecaMs need not be 
StodchoIders. They shaU be elected at the annual meedngof the stddwkb# or 
fiom t h e  to time by resohrdonof the Boardof Dlrecton,and ea& dkccorshall 
be elected to serve undl hbsuccwessor shdI be elected and shall 4wlffL, 

ARTICLE IV 
Of'ikeM 

SECRON 1 .  g d o n  Aomimen? The ofkers of the 
corparadon shafl be a Presldemand a S e c r e t a r y l T r ~ .  Such other officers, 
assfstam oflficers and agents as may be deemed necessary may be elected or 
appointed by the Board of Directors. Any mo or more ofFkes may be held by 
the same penon. 

SECnON 5. and SECTION 6. respecthre?r, 
. The dudes of these two offices shan be combined and become the duties of the 

SecreUarylTmsurer. 

I All other pxwbionsof the original By-Laws of Keaton Development Company remaSn 
unchanged. 

CERTIFlCATION 

I, Dorothy Matthem, the duly elected, qualified and xthg Seaetary of Keam 
Development Comparry, an Arizona corporation, do hereby certify that the above is the 
Amendment to By-bvs of thb Corporadon duly and regularfy WM by the Dirmxs 
thereof at a meeting dufy and reguiarly aUed and held at the law ofke of churchm ea 
heger on the 4th day of September, 1996. I 



Dated this 4th day of Sepmkr, 1996- 
! 

Keaton Developem Company, ,n 

. .  
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Keaton Development Company - DW 060-2003 

1. Explain the reason or need for the Project -Attach additionalpages, ifnecessary: 

There are four areas of need that are being addressed by this project. These areas are; the lack of 
a master plan for the expansion that will be required in the very new future, the lack of any 
information on the existing ground storage reservoirs, the extreme shortcomings in the 
chlorination system and the lack of any electric back-up for power outages. 

Currently Keaton Development Company does not have a master plan for the expansion of the 
existing water system to meet the growing demands of the area. While Keaton Development 
Company has plans regarding the existing water system and plans for the current expansions, it 
has absolutely no master plan for future developments planned for the area. It is imperative that 
Keaton Development Company have a concise plan to meet the future needs of the community it 
serves. 

Keaton Development Company currently has three existing ground storage reservoirs. At this 
time the owner has absolutely no information regarding the existing conditions of these 
reservoirs. In addition, the current storage capacity of 55k-60k will not be adequate to serve the 
current requirements plus the additional 126 lots that are in development at this time. It is clear 
that we need to find out what repairs, improvements and expansion is needed to ensure reliable 
service of these important system components. 

The current chlorination system is not of adequate size and design to facilitate the needs created 
by the current and increasing demands of our growing customer base. We need to have the 
system reviewed to see what can be done to overhaul or replace the plant piping to provide for 
adequate contact time to eliminate the “short circuit” situation that exists under certain 
conditions, at this time. The plant piping also needs to be examined to see what revisions can be 
made so that the system will include “no slam” check valves downstream fi-om pressure pumps 
to eliminate water hammer shock to the water system and remove noise nuisance to the 
neighborhood. Currently the individuals that live near the plant are subjected to loud slam-bang 
noises every few minutes 24 hours a day. 

Currently Keaton Development Company does not have electric backup during power outages. 
Keaton Development Company has purchased a Diesel Electric Generator Set, however, the site 
electric system needs to be redesigned to accommodate the unit. Keaton Development Company 
is also concerned that the existing site electrical system may be substandard. We need to have 
this evaluated at the same time. 

2. Project Description -- Attach additional pages, ifnecessary: 

A. Give a detailed description of the proposed project. -Include all components to be 
constructed 

This is project is an evaluation of the four areas discussed above. From this evaluation, a 
constructionhedesign project will be engineered to allow the Keaton Development Company to 

WIFA Project Finance Application - Project Data Addendum - Page 1 of 4 
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Keaton Development Company - DW 060-2003 

obtain the construction fbnding necessary to complete he required improvements. This 
evaluation will examine each of the four problem areas discussed above. 

The lack of a plan to meet future development will be addressed by the development of a Master 
Plan. The Master Plan will include a thorough evaluation of the existing water production, 
storage and distribution facilities and determine an orderly sequence to update the facilities to 
satisfy the existing conditions and prepare for the future anticipated growth of the water system. 

The issues regarding the reservoirs will be addressed by the draining of the three existing ground 
storage reservoirs so that a thorough inspection can be conducted to determine the existing 
conditions. From the results of the inspection, Keaton Development Company will receive the 
information required to complete all necessary improvements or expansion to ensure the 
continued reliable service of these important systems. 

The chlorination issue will be addressed by a thorough examination of the existing chlorination 
system to determine if there is adequate chlorine contact time. From the examination Keaton 
Development Company will obtain the required modifications to the existing flow process to 
ensure compliance with ADEQ chlorination requirements. 

The electric issue will be handled through an evaluation of the existing electrical system. From 
the evaluation, Keaton Development Company will receive the required modifications to 
included the diesel electric generator and correct any existing deficiencies in the system. 

For a more comprehensive list of the work that will be accomplished, Keaton Development 
Company has attached as Schedule 1, a complete list of the scope of work to be completed by 
Gannett Flemming, Inc. 

B. Indicate what has been completed to date with the planning, design andor construction 
for the project. 

To date, Keaton Development Company has purchased a diesel electrical generator, has worked 
through WIFA to obtain three quotes for the project and with the approval of WIFA has hired 
Gannett Fleming, Inc. as the engineers for the project. Gannett Fleming agreed to a Scope of 
Work prepared by WIFA for the completion of the project and provided a contract for the work 
to be completed. 

C. Project Information: 

Attach copies of available Project Engineering Information, such as: 

0 Plans and Specifications 

Project Engineering Reports 

Project Feasibility Studies 

WIFA Project Finance Application - Project Data Addendum - Page 2 of4 
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Keaton Development Company - DW 060-2003 

Other Technical Data, if related to the Project 

0 Capital Improvement plan 

The Scope of Work prepared by WIFA and agreed to by Gannett Fleming is attached. 

3. Estimated Project Schedule 

Task 

Planning, Design & Specifications Submitted 

Approval to Construct 
Advertisement for Bids 

Construction Commencement 

Construction Completion 

Initiate Operation 

Date 

May 1,2004 

N/A 

Completed 

NIA 

N/A 

N/A 

5. Licenses and Permits 

License/Permit Approvals 

List Local, State, and Federal Licenses and Permits required for the Proposed Project. 

Date Expected Date Approved 
I I 

NIA 

WIFA Project Finance Application - Project Data Addendum - Page 3 of 4 
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Keaton Development Company- 

6. 

- DW 060-2003 

Project Funding Sources 81 Uses 

Planning 
Design & Engineering 
LegaVDebt Authorization 
Financial Advisor 
Landsystem Acquisition 
Equipment/Materials 
Construction/Znsrallatio~provement 
Inspection & Construction Management 
Project Officer 
Administration 
Staff Training 
Capitalized Interest 

4 

I 

SO $75,000 

Attached as Schedule 2 is the Task Cost Estimate for the project. 

7. Project Costs Expended to Date: Keaton Development Company has spent $2,547.83 for 
consultants and has purchased a diesel generator for $24,000. For this project we will be seeking 
reimbursement for the consultant fees. We will not be seeking reimbursement for the costs of 
the generator, however once the construction project is approved, reimbursement may be 
requested. 

8. Will you seek reimbursement for Project Costs Expended to Date? X Yes No 

The consultant fees are directly related to the study of the issues identified in this request. 

If “Yes,” identifi the costs and explain why WlFA should reimburse these costs. 

9. Operation and Technical impact: 
Will there be significant operating or technical impacts as the result of the proposed 

Explain response beZow. t ~ h t l o l O g y ? c )  Yes X NO 

There will not be an immediate operating or technical impact, due to the fact that this is an 
evaluation of problem areas of the overall water system. This project will, however, allow 
Keaton Development Company to obtain the necessary information needed to start the 
improvements and expansions to the system that will have a major impact on the quality, 
delivery, and reliability of the system to the consumer. 

WIFA Project Finance Application - Project Data Addendum - Page 4 of 4 
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1.1 

1.2 

1.3 

1.4 

1.5 

1.6 

1.7 

Term of 
Members Name Title Position 

Name of Applicant: Keaton Development Company 

Mailing Address and/or Principal Place of Business: 
Salome, AZ 85348 

System Identification Number: W-02 169A 

Designated Contact Person Gfor all matters relating to the submission of this application) 

Name: William S .  Scott Title: President 

66798 HWY 60 / P. 0. Box 905 

Time in 
Position 

Telephone: (928) 859-3982 FAX: (928) 859-3984 

Mailing Address: 

E-Mail Address: keatonwater@tds.net 

66798 HWY 60 - P.O. Box 905, Salome, AZ 85348 

Authorized Representative (individual authorized by applicant to execute assistance agreements) 

Name: William S. Scott Title: President 

Telephone: (928) 8 5 9-3 982 FAX: (928) 859-3984 

Mailing Address: 

E-Mail Address: keatonwater@tds.net 

66798 HWY 60 - P.O. Box 905, Salorne, AZ 85348 

William S. Scott President 1/1 Year 
William S. Scott Secretary/Treasurer 1/1 Year 

Professional Services 

A. Project Engineer: 

Mailing Address: 

E-Mail Address: 

Website Address: 

Gannett Fleming, Inc. C/O Mr. Man O’Brian 

3001 E. Camelback Road, Suite 130, Phoenix, AZ 85016 

Telephone: (602) 553-8817 FAX: (602) 553-88 16 

mailto:keatonwater@tds.net
mailto:keatonwater@tds.net
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B. Financial Advisor: Sebree Business Partners C/O Rod Sebree 

Mailing Address: 4207 W. 13& St., Yuma, AZ 85364 

E-Mail Address: sebreebp@aol.com 

Website Address: N/A 

Telephone: (928) 920-9009 FAX: (928) 343- 1 17 1 

C. Legal Counsel: Weil& Weil, P.L.L.C. C/O John Weil 

Mailing Address: 1600 S. 4* Ave. Suite C, Yma,  AZ 85364 

E-Mail Address: 

Website Address: N/A 

Telephone: (928) 783-2161 FAX: (928) 783-6082 

D. Legal Counsel: Law Office of John C. Churchill C/O John Churchill 

Mailing Address: 1300 Joshua Ave. Suite B, Parker, AZ 85344 

E-Mail Address: jcbrurchil@rivcom.net 

Website Address: N/A 

Telephone: (928) 669-6195 FAX: (928) 669-5376 

mailto:sebreebp@aol.com
mailto:jcbrurchil@rivcom.net


ARIZONA CORPORATION COMMISSION 
FINANCING APPLICATION 

KEATON DEVELOPMENT COMPANY 

1. The applicant’s exact name and address ofprinciple business offie. 
2. Name and address of the person authorized, on behalfof applicant, to receive 
notices and commurakations regarding the application. 

Attached, as Schedule 1, is the Applicant Idormation section of the Water Infrastructure 
Finance Authority of Arizona (WIF‘A) Project Finance Application. This section 
provides not only the information requested, but also additional information regarding 
authorized representatives, a list of the officers of the Keaton Development Company and 
a list of the professionals used by the company. 

3. A full descrbtion of the financing (debt or equity) proposed to be issued showing 
the kind, nature and amount, the interest or dividend rate ifany and its frequency, date 
of matwig, call features, voting privileges, and other detailed in forrnatwn regarding 
thefinancing itself: An txplafiation of whether the assets of the company will be 
encumbered by thefinancing (e.g. bank loan that is secured by company assets). If the 
financing is debt then provide a schedule of interest and princble payments. If the 
financing is a line of credit then provide a schedule of expected drawdowns. Provide a 
description of the proposed method of hsuing and selling the fmancing, including any 
special distrbutions rights to misting holders of the company’s securiQ. 

This request is for new debt. The debt will take the form of a loan from the WIFA. The 
loan will be for $40,000, with a 20 year term and an interest rate of no more than 5.5%. 
We anticipate the loan to be secured by any and all real property owned by Keaton 
Development Company. The principle and interest payments on the loan will be 240 
equal payments of $275.17. An amortization schedule can be provided upon request. 

4. A statement showing the expected gross proceeds, issuance expenses and net 
proceeds from the issuance and sale. 

This is not an issuance, however the proceeds of the loan Will be $40,000 and will be 
h d e d  as the work on the project is completed. We expect a fee of %% or $200.00 

5. A complete description of the uses of the net proceeds of plant, propem, or other 
assets to be acquired Provide any capital budget that supports the use of proceeds. 

Attached as Schedule 2 is the Project Data Addendum from the WIFA Project Finance 
Application. This addendum will provide the reason for the project, a description of the 
project itself, the project schedule and the project funding sources and uses. For this 
project, there are no capital expenditures and therefore no capital expenditure budget. 
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6. A statement that demonstrates why tlreJinancing is, 

a. within the corporate powers of the applicant: 

Attached in Schedule 3 are the Articles of Incorporation for Keaton Development 
Company the Certificate of Good Standing, and the Articles of Incorporation and several 
amendments. These documents show that Keaton Development Company is a legal 
corporate entity and that William S. Scott in his current capacity as President of Keaton 
Development has the authority to obtain loans on behalf of Keaton Development 
Company. 

b. compatible with the public interest; 

As you read the purpose, in Schedule 3, of the project, you will see that there are several 
major issues regarding the proper chlorination and consistency of delivery in the water 
system owned by Keaton Development Company. The loan for the proposed study is 
the best way to determine how Keaton Development Company can address these issues 
with the maximum amount of results for the minimum amount of increase in water rates. 
If these issues are not resolved then, with the anticipated growth in the next two to three 
years the individuals and businesses served by th is  system will be adversely impacted, 
therefore fiom a quality, capacity and consistency standpoint, it would be a great benefit 
to the customers of this system to find a solution to the problems that currently exist. 

c compatible with sound financial practices; 

Attached in Schedule 4, you will find a schedule of historical operating results for the 
last 12 months as well as the supporting financial statements. In Schedule 5 you will find 
projections for fiscal year 2004 through 20 10 and the assumptions the projections are 
based on. When you review the projections you can see that the operations of the 
company are adequate to meet the additional loan payments. In Schedule 6, we have 
attached the balance sheet as of 02/29/04 as well as a summary of the balance sheet, the 
accounting for the $40,000 loan and the impact on the balance sheet if the loan would 
have been funded on 02/29/04. As you will see in Schedule 6, the impact on the balance 
sheet is negligible. 

In every aspect, the impact of this loan is minor on the operations of the company, 
however the potential long term benefits fiom this study are very important to the water 
system and the customers it serves. 

d compatible with the proper performance by the applicant of service as a 
public service corporation and wiu not impair i t s  abilw to perform that 
service. 

This loan is specifically for a study that will provide the necessary information to allow 
Keaton Development Company to provide the proper service that the customers deserve 
from a public service corporation. The study will enhance the ability to provide better 
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service by identifyins solutions to major issues that were in the water system prior to 
ownership change, one year ago. On the other hand, if this request for the approval of 
debt were denied, the company would be greatly impaired in its ability to correct the 
issues related to this water system. 

7. The name and address of any person receiving, or entitled to, a fee for service in 
connection with the issuance or sale of thefZnancing and a demonstration that such 
fees do not exceed customary fees for such service in an arm-length transaction and 
are reasonable. 

We have hired a consultant to help us with several issues related to Keaton Development 
Company. The company is Sebree Business Partners and is located at 4207 W. 13* St. 
Yuma, AZ 85364. The owner is Roderick J. Sebree. He has worked with us on the loan 
application to WIFA and this request for approval by the Arizona Corporation 
Commission. As part of this process the company the consultant has also helped with 
future budgetary issue. The anticipated fee for this work will be between $2,500 and 
$3,000. 

8. Provide a copy of any documenb to be executed in the miter. 

The loan documents from WIFA have not been completed. One of the issues with WIFA 
is whether the approval to obtain this loan is obtained by the Arizona Corporation 
Commission. This is a key issue since without the approval the loan would have to be 
paid back in one year instead of twenty. As you can see in Schedule 3, this would not be 
financially feasible. If required, WIFA may provide you a copy of blank documents that 
may used for this loan. 

9. Provide the most recent balance sheet and income statement showing booked 
amounts and pro forma adjustmnh to record and show the eflect of the transaction. 
Provide any other statements (such as pro forma statement from prior periods) that 
would demonstrate that the security i3suance and sale i s  consistent with sound 
futancial practices. 

Keaton Development Company has provided in Schedule 6 the balance sheet at 02/29/04, 
the changes that would occur if the loan were funded and a balance sheet as of 02/29/04 
if the loan had been funded. As discussed above, the impact on the balance sheet is 
minimal. 

10. The Commission requires the Company to notice customers of thejinancing 
application. Attached is a copy of the notice to be used Fill in the notice’s blanks and 
either insert, a copy of the notice as it appeared in ihe newspaper or the receipt from 
the newspaper showing he date the notice is to be published 

Attached, in Schedule 7, is the copy of the notice and the verification of publication. 
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11. Submit the original and sixteen (1 6) copies of the applkation and supporting 
documents to the following: 

The original and 16 copies are being hand delivered to the Arizona Corporation 
Commission at 1200 W. Washington Street, Room 130, Phoenix, AZ 85007-2927. 



Keaton Development Company, Inc. 
P.O. Sox 905 66798 Hwy 60 

Salome, A2 85348 
Phone 928-859-3982 Fax 928-859-3984 

h 0 4  DEC 30 p 3: 52 
04 November 2004 

Ari n 
Do 
1200 West Washington Street 
Phoenix, AZ 85007 

Re: Docket No. W-02169A-04-3363 
Staff Report For Keaton Development Company Application For Financing Authorization 
Response to Recommendation 

Keaton Development Company takes exception to the Financial Section Analysis of our application for 
financing authorization. 

As stated in the original application, Keaton Development Company, shortly after purchase, was forced 
into a Chapter 11 Bankruptcy when it was determined that both the developer and Keaton Development 
Company, under the prior owner, were not performing under their contract and that in fact there were 
several questions as to the legitimacy of the contract itself. The original numbers supplied in the package 
to the Arizona Corporation Commission did reflect what was presented in the staff report. The problem is 
that Mr. Johnson was informed that the Plan of Reorganization was approved and that aSamsult-tJe 
liability on the c o n t r a c w b v  the court to what the new owFer of Keaty  
DxvelopmmmFany felt was fair and equitable. Additionally, Mr. Johnson used the 12 months results 
in determining a debt service ratio. Mr. Johnson, although informed, did not take into consideration the 
additional costs of the bankruptcy. These items were discussed with Mr. Johnson and to support our 
claims, a package, that is attached, was provided Mr. Johnson. The package included the information on 
the Chapter 11 Bankruptcy and the changes that occurred to the balance sheet as a result of the approval 
of the Plan of Reorganization. The plan also included the projections and assumptions that originally 
went with the package but somehow were misplaced. If you will review this package you will see that the 
company has a net worth, as of 30 June 2004. of $1 19.1 l&.B.L on to&Lssets of $297,276.18 or% 
oGner’s equity of 40%. As you will also see, the projections show that in fact the company would have 
a dSbt-Gverage of 1:70x. 

Based on the conversations with Mr. Johnson, we believe he chose not to use this information based on 
a banking background and the prejudice he developed toward anv companyAbt hasfiledanyAype of - 
bankruptcy, While normally we would share thTs feelrng, in this case, he has failed to see that without the 
change of ownership and the accompanying Chapter 11 Bankruptcy, many of the merchants would have 
suffered financial losses and the water users serviced by this company may have suffered a serious 
disruption in service as the prior owner would have had to file Chapter 7 Bankruptcy with no recourse on 
the contractor due to issues best left to attorneys. 

In conclusion, Keaton Development Company requests that we be allowed remedies and redress that are 
legally available to us to respond to Staffs negative recommendations. 

7@8.f-H03 Lt(31an3oa 
NOlSSlh/b.103 dl403 Zv 

KGton Development Company, Inc. 

90 z t 7  d S -  AOfJ COO2 
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SEBREE BUSINESS PARTNERS 
3407 W. 27' b e  Yuma, AZ 85364 

F ~ I I  (928) 343-1171 - E-mail sebmebp@aoLmni 
ofatrrt (928) 3434171 - COUUIM (928) so3-3365 

Augrrst 23,2004 

A r i z o x a a C b r p m t i o n C o ~ n  
1200 w. wirshitlgton st. 
Phoenix, AZ 85007 
Attn: Mr. Jim J o h n  
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Thaak you advance forreviewing this package and 1 look fbrward to dishIssing any questions 
ar ism you mny ham Ea is easiest to reach me at (928) 503-3365, 
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KEATON DEVELOPMENT, INC. 
SCHEDULE 4 

LJ 

ASSUMPTIONS FOR JANUARY 1,2005 TO DECEMBER 31,2005 
PROJECTIONS OF M'COME AND EXPENSES 

Sales Tax 00IleCtianS are based on the c'LlffeDf sales tax rate of 6.0%. 

Le& Fee$ placed &P m forthe period being projected Thc company made a $15,000 
wit when it filed Ch;lpocr 11. The plan is fled an8 approved and there is still in exmw of 
$3,000 in the account. Tht mxt &gal action will not be d ibt quarter of this projection 
pCriud. At that t h e  the Keatbp Development, Inc. @&aton) will file for the F M  Decree. The 
$3,000 is more than adequate to cover that cost. No other ncwbwkuplcy actions are anticipated, 
however, $50 a month has been budgeted for any minor questions or actions. 

Contracted professfonal~ expense is placed at zero EU there is no anticipated need in thc next year 
that is not covered by the Butject W.1F.A. grant aad Iom. 

W 

Meter Reading expense is bascd on tho agceunmts c u m d y  in place plus $2.00 for pr new 
b o k  up. 

Payroll aq~nse is b d  cm c w n t  wages of the existing office staff. There are no salary 
hcnases planned for the projection periOd. 

LJ Pagelof 3 
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Utilities (Electric) cxpnsc is based on 2003 and year to date usage. 

Utdities (water) mpmse is based an m m n t  wabr rates. 
Ld 

Matezb & Supplies expense is based on 2003 and year to date r e d &  as a percentsge of sales, 

Annual Sampling Fee txp~lsc is based on the existing apement for date and cost. 

Rent OBce & Yerd expense is based DD. the d t  rental alpearncut that covers the projected 
period. 

R&gulatay Commission expense is fbr warter *sting. This is based on 2.003 and year to date 

Macellantous expense is bared on the 2003 and yea to date muits as a pertentage of sales. L/ 

Brad Debt expanse i B  based 011 the budget mount of $l.,OOO per year. Based on the current @.ug 
and listing the budgeted mount is man than ample cover any &sting problem accounts. 

La Paz cwaty payments on old proprty taxes are baed on the S m k q t c y  Plan. Per *FM% 
paymms will be made wcr LS six-year pcziod starbg on January 3,2005. 

LJ Page 2 of 3 
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Unsemed debt repayment is b a d  on the Sanlmupltcy Plan, Under the plan, Keaton will pay 
%8O,ooO over Six years, begixmhg Jmwy 3,2005. 

New W.I.F.A. loan payments are b a d  on a $4O,ooO loan with a 20-year amortization and 6% 
htere!3tt. 
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2 5 3  PM 

11/03/04 
Accrual Basis 

Keaton Development Company 
Balance Sheet 
As of June 30,2004 

ASSETS 
Current Assets 

Checki nglSavi ngs 
131 Cash Accounts 

NBA-DIP-General 
NBA-DI P-Payrol I 
NBA-DIP-Taxes 
NBA LaPaz Taxes 
Petty Cash 

Total 131 Cash Accounts 

Total CheckinglSavings 

Accounts Receivable 
141 Customer Accounts Receivabl 

Total Accounts Receivable 

Total Current Assets 

Fixed Assets 
101 Utility Plant in Service 

301 Organization 
303 Land 
304 Structures and improvements 

Utility plant not KRC 
304 Structures and improvements - Other 

Total 304 Structures and improvements 

307 Wells 8 Springs 
310 Power Generation Equipment 
311 Pumping Equipment 

krclbooster pump 
31 1 Pumping Equipment - Other 

Total 311 Pumping Equipment 

Jun 30,04 

1 2,384.92 
1,977.93 

410.78 
3,460.61 

525.63 

18,759.87 

18,759.87 

9.437.34 

9,437.34 

28,197.21 

1,250.00 
8,200.00 

965.00 
13,070.80 

14,035.80 

55,911 .OO 
11,500.00 

6,659.42 
72,562.00 

79,221.42 

330 Distributed ReslStandpipes 
28,558.00 
16,544.00 

330.1 Storage tanks 
330.2 Pressure tanks 

45,102.00 Total 330 Distributed ReslStandpipes 

331 Contributed Mains 
Transmissioddistribution 
Utility Plant - KRC 

Total 331 Contributed Mains 

333 Services 
334 Meters 8 Pressure Pumps 
335 Hydrants 
340 Office Equipment 
341 Transportation Equipment 
343 Tools ShoplGarage Equipment 

Total 101 Utility Plant in Service 

614.00 
2 1 0,000.00 

210,614.00 

57,073.00 
6,032.76 

26,856.00 
2,884.44 

12,900.00 
1,304.00 

532,884.42 

108 Accum.Deprec-UtiLPIant 
301 Organ 25 yrsl4.0 
304 Structures-3Oyrs13.33 
307 Wellslsprings-30 yrsl3.33 
31 1 Pumping-8 yrsll2.5 
330 Distributed Res 

330.1 Storage tnks-45 yr~l2.22 
330.2 Pressure tnks-20 yml5.0 

Total 330 Distributed Res 

331 Transldistr-50 yrsl2.0 
333 services - 30yrs13.33 
334 meters -12 yrsl8.33 

-1,250.00 
-1,682.09 

-30,417.95 
-61,448.68 

-8,572.47 
-15,484.20 

-24,056.67 

-1 17,237.28 
-17,873.53 
-4,785.53 
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1 1103104 
Accrual Basis 

Keaton Development Company 
Balance Sheet 
As of June 30,2004 

335 Hydrants - 50 yrs12.0 
340 office equ- 5 yrsl20.0 
341 Trans Equip - 5 yrSl20 
343 TOOIS - 20 y ~ i 5 . 0  

Total 108 Accum.Deprec-Util.PIant 

Total Fixed Assets 

Other Assets 
132 Special Deposits 

Total 132 Special Deposits 

WlFA - Reserve Deposit Account 

Total Other Assets 

TOTAL ASSETS 

LIABILITIES 8 EQUITY 
Liabilities 

Current Liabilities 
Accounts Payable 

Total Accounts Payable 

Other Current Liabilities 

231 Accounts Payable 

235 Customer Deposits 
241 Othr Current Liabilities 

Payroll Liabilities 
Federal Withholding 
FICA 

Company 
Employee 

Total FICA 

FUTA 
Medicare 

Company 
Employee 

Total Medicare 

State Withholding 
SUI 

Total Payroll Liabilities 

Sales Tax Adj 
Sales Tax Payable 
Short Term Loan 

Total 241 Othr Current Liabilities 

Total Other Current Liabilities 

Total Current Liabilities 

Long Term Liabilities 
234 Long Term Debt 

LaPaz County Property Tax 
Note Payble-WIFA 
Notes Payable Chapter 11 

Total 234 Long Term Debt 

252 Advance in Aid of Const. 
KRC Line Extension 
Meter Fees 
252 Advance in Aid of Const. - Other 

Total 252 Advance in Aid of Const. 

Jun 30,04 

-4,032.12 
-2,258.00 
-1,380.00 
-1,304.00 

-267,725.85 

265,158.57 

3.920.40 
3,920.40 

3,920.40 

297.276.18 

19,735.23 
19,735.23 

-1.37 

527.1 1 

541.40 
541.50 

1,082.90 
277.79 

126.65 
126.65 

253.30 
104.26 
89.76 

2,335.12 
6.30 

747.88 
7,000.00 

10,089.30 

10.087.93 

29,823.16 

26,285.66 
42,113.66 
80,000.00 

148,399.32 

221,732.04 
25,073.50 

-246,805.54 
0.00 

Page 2 



2 5 8  PM 

I 1/03/04 
Accrual Basis 

Keaton Development Company 
Balance Sheet 
As of June 30,2004 

Jun 30,04 

Total Long Term Liabilities 

Total Liabilities 

Equity 
201 Common Stock 
211 Paid in Capital 

New Value Contribution 
wss 
211 Paid in Capital - Other 

Total 21 1 Paid in Capital 

215 Retained Earnings 
Net Income 

Total Equity 

TOTAL LIABILITIES 8 EQUITY 

148.399.32 

178,222.48 

50,000.00 

25,000.00 
4,100.00 
21,088.31 

50,188.31 

256,374.56 
-237,509.1 7 

11 9.053.70 

297.276.18 
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05 November 2004 

H Keaton Development Company, Inc. 
P.O. Box 905 66798 Hwy 60 

Salome, A2 85348 
Phone 928-859-3982 Fax 928-859-3984 

Arizona Corporation Commission 
Docket ControlLJtilities Division 
1200 West Washington Street 
Phoenix, AZ 85007 

Re: Docket No. W-02169A-04-0363 
Staff Report For Keaton Development Company Application For Financing Authorization 
ADDENDUM to Response to Recommendation 

Please find enclosed the addendum to the Keaton Development Company response (dated 04 
November 2004) to the Financial Section Analysis of our application for financing authorization. 

I The addendum consists of three documents. 

The Plan of Reorganization of Keaton Development Company, Inc., Dated July 23,2003 
(to be inserted into Schedule 1)  

Schedule 2 - Keaton Development Company Balance Sheet 6/30/04 And Impact of $40,000 
(to be inserted before the three-page Balance Sheet As of June 30,04) 

Schedule 3 - Assumptions For August 1,2004 To December 3 I ,  2004 Projections of Income 
and Expenses (to be inserted before the two-page Income and Expense Projections for 
August 1,2004 Through December 3 1,2004) 

Respecthlly , / 

featon Develop/ment Company, Inc. 
I 
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In Re: 

KEATON DEVELOPMENT COMPANY, 
INC., an Arizona corporation, 

Debtor. 

L _ _  

John A. Weil, Bar No. 005621 
WEIL & WEIL, PLLC 
1600 S. Fourth Avenue, Suite C 
Yuma, Arizona 85366-1977 
Tel: 928/783-216 1 
Fax: 928/783-6082 

Attorney for Keaton Divelopment Company, Inc. 

Chapter 11. 

Case No. 03-00949-YUM-JMM 

t 

KEATON DEVELOPMENT COMPANY, INC., 
DATED 

JULY 23,2003 

DATED this 23rd day of July, 2003. 

WEIL & WEIL, PLLC 

Attorney for Debtor 

Approved: 
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In Re: 

KEATON DEVELOPMENT COMPANY, 
INC., an Arizona corporation, 

Debtor. 

i ._ 
I i  

Chapter 11 

Case No. 03-00949-YUM-JMM 

John A. Weil, Bar No. 005621 
WEIL & WEIL, PLLC 
1600 S. Fourth Avenue, Suite C 
Yuma, Arizona 85366-1977 
Tel: 928/783-2161 
Fax: 9281783-6082 

Attorney for Keaton Development Company, Inc. 

IN THE UNITED STATES BANKRUPTCY COURT 
IN AND FOR THE DISTRICT OF ARIZONA 

PLAN OF REORGANIZATION 
OF 

KEATON DEVELOPMENT COMPANY, INC., 
DATED 

JULY 23,2003 

DATED this 23rd day of July, 2003. 

WEIL & WEIL, PLLC 

By: /sf Toh.M/A. W& 

John A. Weil 
Attorney for Debtor 

Approved: 

KEATON DEVELOPMENT COMPANY, INC. 

By: Is/ Wiuicnvl/S& 
William Scott, President 
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ARTICLE I 

INTRODUCTION 

The Debtor, Keaton Development Company, Inc., an Arizona corporation, filed a Voluntary 

Petition under Chapter 11 of the United States Bankruptcy Code in the United States Bankruptcy 

Court for the District of Arizona, Yuma Division, on June 23, 2003, Case No. 03-00949-YUM- 

JMM. The Debtor, Keaton Development Company, Inc., an Arizona corporation, continues to act 

as Debtor-in-Possession. This Plan of Reorganization is filed by the Debtor pursuant to Section 

1 12 1 of the Bankruptcy Code. 

ARTICLE I1 

DEFINITIONS 

The following definitions are applicable to the Plan of Reorganization and to the Disclosure 

Statement: 

1. Administrative Claim means any expense of administration of the Chapter 1 1 case 

entitled to priority in accordance wit31 the provisions of Sections 503(b) and 507(a)(l) of the 

Bankruptcy Code. 

2. Allowed Claim or Allowed Interest means a claim against or equity interest in the 

Debtor to the extent that: a proof of such claim or interest was timely filed, or deemed filed pursuant 

to Bankruptcy Code Section1 11 l(a); and which is not a Disputed Claim, or which is allowed (and 

only to the extent allowed) by a Final Order. 

3. Allowed Priority Claim means each Allowed Claim entitled to priority pursuant to 

Section 507 of the Bankruptcy Code. 

4. Allowed Secured Claim means an Allowed Claim that is secured by a valid lien 

against property of the bankruptcy estate. 

5. Bankruptcy Code means the United States Bankruptcy Code as set forth in Title 11, 

United States Code (Section 101 et seq.). 

6.  

Arizona. 

BankruDtcy Court means the United States Bankruptcy Court for the District of 
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7. Badcnmtcv Rules means the rules of procedure in bankruptcy cases applicable to 

cases pending before the Bankruptcy Court, as amended. 

8. Claim means any legal or equitable right to payment against the Debtor in existence 

on or as of the petition date whether or not such right to payment is reduced to judgment, liquidated, 

unliquidated, fixed, contingent, matured, unmatured, disputed, undisputed, legal, secured or 

unsecured. 

9. 

10. 

Confirmation Date means the date upon which the court enters its confirmation order. 

Confirmation Order means the order confirming the Plan pursuant to Section 1 129 

of the Bankruptcy Code. 

1 1. Contested means a claim against the Debtor that is listed in the Debtor’s schedules 

as disputed andor a claim against the Debtor as to which an objection has been filed with the 

Bankruptcy Court. 

12. Continpent means a claim that has not occurred and which is dependent upon a future 

event that may never occur. 

13. 

14. 

Debtor means Keaton Development Company, Inc., an Arizona corporation. 

Disputed Claim means a claim against the Debtor listed by the Debtor as “disputed” 

or to which an objection is filed. 

15. 

Allowed Claims. 

16. 

Distribution means the cash required by the Plan to be distributed to the holders of 

Distribution Date means the date of the distribution of h d s  as provided under the 

Plan. 

17. 

confirmation order. 

18. 

Effective Date means the date following sixty (60) days after entry of the 

Final Order means an order of the Bankruptcy Court or the District Court as to which 

(a) any appeal that has been taken has been finally determined or dismissed, or (b) the relevant time 

for appeal has expired and a notice of appeal has not been timely filed. 

19. 

20. 

Petition Date means the date that the Voluntary Petition was filed June 23,2003. 

plan means this Plan of Reorganization as amended in accordance with the terms 
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hereof or modified in accordance with Section 1 127 of the Bankruptcy Code. 

21. 

22. 

Plan Rate of Interest means 5.25% simple annual rate of interest. 

Priority Claim means my claim to the extent entitled to priority under Section 507(a) 
i % W r  / 

of the Bankruptcy Code other than an Administrative Claim. 

23. Pro Rata means the proportion by which a particular creditor's claim bears to the sum 

of all Allowed Claims in the same class. 

24. Reorrranized Debtor means Keaton Development Company, Inc., reorganized 

pursuant to this Plan of Reorganization. 

ARTICLE I11 

SECTION ONE - CLASSIFICATION OF CLAIMS AND INTEREST 

The Debtor herein classifies all claims so that the Plan of Reorganization shall provide that 

all allowed claims and allowed interests shall be classified as follows: 

A. 

The holders of claims entitled to priority under Section 507(1) of the Bankruptcy Code, 

including entities entitled to payment pursuant to Section 503 of the Bankruptcy Code, and 

professionals employed by the Debtor, prior to or after entry of the confirmation order shall receive 

cash in the amount of such claims within six months after the Effective Date. 

Non-Classified Claims - Administrative Claims. 

John A. Weil, WEL& WEE, PLLC, 1600 S. Fourth Avenue, Suite C, Yurna, Arizona 85364, 

was employed by the Debtor-in-Possession pursuant to the Order for Employment of Attorney 

entered by the Bankruptcy Court on July 2,2003, to represent the Debtor in this case, to assist the 

Debtor in the conduct of the Debtor's financial affairs, to prepare the petition, statement of affairs 

and schedules, to formulate a plan of reorganization, to prepare a disclosure statement, to investigate 

and resolve claims, and to generally assist the Debtor in all of their duties required of them under the 

Bankruptcy Code. 

John A. Weil has received an initial retainer of $1 5,000 which funds are held in a client trust 

account. 

As of the date of the filing of the Disclosure Statement, John A. Weil has incurred attorney's 
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fees and costs in the approximate amount of $5,000.00. It is anticipated that additional attorney 

time of $20,000.00 will be required in order to assist the Debtor in obtaining approval of the 

Disclosure Statement, resolve objections to the Disclosure Statement and Plan of Reorganization, 

adjudicate disputed claims and otherwise assist the Debtor in the confirmation and consummation 

of the Plan of Reorganization with total fees at $25,000.00. 

At this time the Debtor anticipates that, in addition to the $15,000.00 retainer, John A. Wed 

will be owed attorney’s fees in the amount of $10,000.00 

The Plan of Reorganization provides that this Non-Classified Administrative Claim will be 

paid by the Reorganized Debtor from the retainer and post-confirmation income. Under the Plan of 

Reorganization, the Debtor shall be authorized to pay all fees and costs due WEL & WEIL, PLLC, 

without further application, notice, or hearing. 

B. Priority Claims. 

The Priority Claims shall include those claims entitled to priority under Section 507(a) of the 

Bankruptcy Code. 

1. Class B-1 - Allowed Wage Claims. Class B-1 consists of all allowed wage 

claims which are for wages, salaries, commissions, including vacation pay, severance and sick leave 

pay of the kind and the amounts specified under Section 507(a)(3) of the Bankruptcy Code. The 

Debtor has the following Priority Wage Claim. The Debtor is not aware of any Priority Wage 

Claims. 

2. Class B-2 - Unsecured Priori@ Tax Claims. Class B-2 consists of all allowed 

Unsecured Priority Tax Claims of a governmental unit of the kind specified in Section 507(a)(8) of 

the Bankruptcy Code. 

a. Arizona Department of Revenue. The Debtor is not aware of any 

amounts due the Arizona Department of Revenue. 

b. Internal Revenue Service. The Debtor is not aware of any amounts 

due the Internal Revenue Service. 

3. Class B-3 - Contributions to Emplovee Benefit Plans. Class B-3 consists of 

all allowed unsecured priority claims for contributions to employee benefit plans for services 
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rendered within 180 days immediately preceding the filing of the Petition in this case pursuant to 1 1 

U.S.C. 5 507(a)(4). The Debtor is not aware of any Priority Claims for contributions to employee 

benefit plans. 

C. 

Class C shall consist of all Secured Claims against the Debtor and shall include only those 

creditors holding a valid, properly perfected and enforceable security interest in assets of the Debtor. 

All secured claims are classified as Class C - Secured Claims. 

Class C - Secured Claims. 

1. Class C- 1 - Water Infrastructure Finance Authority of Arizona. The Class C- 1 

secured claim shall consist of the claim of the Water Infrastructure Finance Authority of Arizona 

(“WIFA”) under the Loan Agreement between the Debtor and WIFA, dated June 1,1999. 

The original principal balance of the loan was $5 1,455 .OO and on the petition date there was 

due and owing to WIFA a principal balance of $44,07 1.1 8. The WIFA loan is secured against a Debt 

Service Reserve Fund and a Replacement Reserve Fund, pursuant to the terms a ContinUing Security 

Agreement and a Cash Collateral Agreement. The Debt Service Reserve Fund is valued at 

approximately $4,350.00 and the Replacement Reserve Fund is valued at $3,400.00. The Debtor is 

required to make contributions to the Debt Reserve Fund in the amount of $72.60 per month and to 

the Replacement Reserve Fund in the amount of $72.60 per month. 

The secured claim of WIFA shall be paid in accordance with the terms of the Loan 

Agreement dated June 1,1999, and the monthly payments required under the Loan Agreement shall 

be made as part of the Debtor’s operating expenses. 

WIFA shall retain its security interest in the Debt Service Reserve Fund and Replacement 

Reserve Fund. 

All terms and provisions of the Loan Agreement dated June 1, 1999, are incorporated as 

terms of the Plan and WIFA shall be paid in full (100%) in accordance with the Loan Agreement. 

The claim of WIFA is unimpaired. 

2. Class C-2 - La Paz Countv. The Class C-2 claim shall consist of the secured 

claim of La Paz County in the amount of $29,644.62 for accrued and unpaid personal property taxes. 

Pursuant to Arizona law, the Class C-2 claim is secured against the Debtor’s personal property. 
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The secured claim of La Paz County shall be paid in full (1 00%) with interest at the Plan Rate 

of Interest over the term of the Plan in equal annual installments with the first installment due and 

payable on the first anniversary date after the effective date. 

The secured claim of La Paz County is impaired. 

D. 
On April 14, 1998, the Debtor entered into a Rehnd and Plant Expansion Agreement for 

Class D-1 - KRC Unsecured Claim. 

Developer and Company Installed Facilities with KRC Company, Inc. 

KRC agreed to properly construct a water utility plant and related facilities to include three 

water wells, pumps, tanks, motors, electrical control panels, water lines, valves, and fire hydrants. 

KRC further agreed to advance for construction of additional water plant facilities 

$12,000.00 on the Debtor obtaining 110 connections and $12,000.00 on 175 connections. 

KRC advanced the first $12,000.00 on 110 connections, The Debtor has over 175 

connections and has installed two additional pumps. However, KRC has refused to advance the 

second $12,000.00. 

Also, the water utility plant facilities constructed by KRC are defective. Specifically, Well 

No. 3 is defective. Well No. 3 produces only a fraction of the water it is required to produce to 

accommodate the terms of the contract. In addition, the pumping system is not capable of providing 

sufficient volume or pressure. KRC has refused to repair the system. The cost of repairing Well No. 

3 and the pumping system will exceed $60,000.00. 

Partly because of the problems with the system, the Debtor was unable to make payments to 

KRC for annual refunds. 

On April 22,2002, KRC filed a lawsuit against the Debtor in La Paz County Superior Court, 

Case No. 20020051, seeking to recover alleged unpaid refunds in the amount of $21,784.78. 

The Debtor has filed a counterclaim for damages for the cost of repairing Well No. 3 and its 

PUP.  

This litigation was pending in La Paz County Superior Court on the Petition Date. 

Under the Plan, the Debtor will reject the Refund and Plant Expansion Agreement with KRC. 

KRC’s claim for rejection damages will be paid on a pro rata basis with General Unsecured 
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Claims. 

E. 

All of the claims against the Debtor not expressly and specifically classified as 

administrative, priority, or a secured claim above shall be treated as a Class D-2 General Unsecured 

Class D-2 - General Unsecured Claims. 

Claim. 

The Class D-2 General Unsecured Claims shall include claims of all types, of any character 

and nature, contingent, non-contingent, liquidated, unliquidated, disputed, or undisputed. 

Class D-2 General Unsecured Claims shall include claims whether known or unknown by 

the Debtor. 

F. Equity Interest Holders. 

Class E Equity Security Holders shall consist of the claim of the stockholder of the 

corporation William Scott who shall retain ownership of his outstanding stock and equity interest 

in the Debtor, unaltered and unchanged by the provisions of this Plan. 

ARTICLE IV 

TREATMENT OF CLAIMS 

All claims, including those specifically identified and classified above against the Debtor 

shall be treated, settled, satisfied, discharged, and resolved in accordance with the following 

provisions: 

A. 

The holders of claims entitled to priority under Section 507( 1) of the Bankruptcy Code, 

including entities entitled to payment pursuant to Section 503 of the Bankruptcy Code, and 

professionals employed by the Debtor, prior to or after entry of the confirmation order shall receive 

cash in the amount of such claims within six months after the Effective Date. 

Non-Classified Claims - Administrative Claims. 

John A. Weil, WEE & WE&, PLLC, 1600 S. Fourth Avenue, Suite Cy Yuma, Arizona 85364, 

was employed by the Debtor-in-Possession pursuant to the Order for Employment of Attorney 

entered by the Bankruptcy Court on July 3,2003, to represent the Debtor in this case, to assist the 

Debtor in the conduct of the Debtor’s financial affairs, to prepare the petition, statement of affairs 
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and schedules, to formdate a plan of reorganization, to prepare a disclosure statement, to investigate 

and resolve claims, and to generally assist the Debtor in all of their duties required of them under the 

Bankruptcy Code. 

John A. Weil has received a retainer in the total amount of $15,000.00 which is held in a 

client trust account. 

As of the date of the filing of the Disclosure Statement, John A. Weil has incurred attorney’s 

fees and costs in the amount of $5,000.00. It is anticipated that additional attorney time of 

$20,000.00 will be required in order to assist the Debtor in obtaining approval of the Disclosure 

Statement, resolve objections to the Disclosure Statement and Plan of Reorganization, adjudicate 

disputed claims and otherwise assist the Debtor in the confirmation and consummation of the Plan 

of Reorganization. 

At this time the Debtor anticipates that, in addition to the $1 5,000.00 retainer, John A. Weil 

will be owed attorney’s fees in the amount of $10,000.00 

The Plan of Reorganization provides that this Non-Classified Administrative Claim will be 

paid by the Reorganized Debtor from the retainer and post-confirmation income without further 

notice or order of the Bankruptcy Court. 

B. Priority Claims. 

The Priority Claims shall include those claims entitled to priority under Section 507(a) of the 

Bankruptcy Code. 

1. Class B-1 - Allowed Wage Claims. Class B-1 consists of all allowed wage 

claims which are for wages, salaries, commissions, including vacation pay, severance and sick leave 

pay of the kind and the amounts specified under Section 507(a)(3) of the Bankruptcy Code. The 

Debtor has the following Priority Wage Claim. The Debtor is not aware of any Priority Wage 

Claims. 

2. Class B-2 - Unsecured Priority Tax Claims. Class B-2 consists of all allowed 

Unsecured Priority Tax Claims of a governmental unit of the kind specified in Section 507(a)(8) of 

the Bankruptcy Code. 

a. Arizona Demrtment of Revenue. The Debtor is not aware of any 
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amounts due the Arizona Department of Revenue. 

b. Internal Revenue Service. The Debtor is not aware of any amounts 

due the Internal Revenue Service. 

3. Class B-3 - Contributions to Employee Benefit Plans. Class B-3 consists of 

all allowed unsecured priority claims for contributions to employee benefit plans for services 

rendered within 180 days immediately preceding the filing of the Petition in this case pursuant to 1 1 

U.S.C. 6 507(a)(4). The Debtor is not aware of any Priority Claims for contributions to employee 

benefit plans. 

C. 

Class C shall consist of all Secured Claims against the Debtor and shall include only those 

xeditors holding a valid, properly perfected and enforceable security interest in assets of the Debtor. 

411 secured claims are classified as Class C - Secured Claims. 

Class C - Secured Claims. 

1. Class C-1 - Water Infi.astructure Finance Authority of Arizona. The Class C-1 

secured claim shall consist of the claim of the Water Infiastructure Finance Authority of Arizona 

:‘WIFA”) under the Loan Agreement between the Debtor and WIFA, dated June 1 , 1999. 

The secured claim of WIFA shall be paid in accordance with the terms of the Loan 

4greement dated June 1 , 1999, and the monthly payments required under the Loan Agreement shall 

>e made as part of the Debtor’s operating expenses. 

WIFA shall retain its security interest in the Debt Service Reserve Fund and Replacement 

ieserve Fund. 

All terms and provisions of the Loan Agreement dated June 1, 1999, are incorporated as 

e m s  of the Plan and WIFA shall be paid in full (1 00%) in accordance with the Loan Agreement. 

The claim of WIFA is unimpaired. 

2. Class C-2 - La Paz Come.  The Class C-2 claim shall consist of the secured 

:him of La Paz County in the amount of $29,644.62 for accrued and unpaid personal property taxes. 

’ursuant to Arizona law, the Class C-2 claim is secured against the Debtor’s personal property. 

The secured claim of La Paz County shall be paid in full (1 00%) with interest at the Plan rate 

wer the term of the Plan in equal annual installments with the first installment due and payable on 
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the first anniversary date after the effective date. 

The secured claim of La Paz County is impaired. 

D. 

On April 14, 1998, the Debtor entered into a Refund and Plant Expansion Agreement for 

Class D-1 - KRC Unsecured Claim. 

Developer and Company Installed Facilities with KRC Company, Inc. 

KRC agreed to properly construct a water utility plant and related facilities to include three 

(3) water wells, pumps, tanks, motors, electrical control panels, water lines, valves, and fire hydrants. 

KRC further agreed to advance for construction of additional water plant facilities 

$12,000.00 on the Debtor obtaining 1 10 connections and $12,000.00 on 1-75 connections. 

KRC advanced the first $12,000.00 on 110 connections, The Debtor has over 175 

connections and has installed two additional pumps. However, KRC has refused to advance the 

second $12,000.00. 

Also, the water utility plant facilities constructed by KRC are defective. Specifically, Well 

No. 3 is defective. Well No. 3 produces only a fraction of the water it is required to produce to 

accommodate the terms of the contract. In addition, the pumping system is not capable of providing 

sufficient volume or pressure. KRC has refused to repair the system. The cost of repairing Well No. 

3 and the pumping system will exceed $60,000.00. 

Partly because of the problems with the system, the Debtor was unable to make payments to 

KRC for annml refunds. 

On April 22,2002, KRC filed a lawsuit against the Debtor in La Paz County Superior Court, 

Case No, 2002005 1, seeking to recover alleged unpaid refunds in the amount of $2 1,784.78. 

The Debtor has filed a counterclaim for damages for the cost of repairing Well No. 3 and its 

2Ump. 

This litigation was pending in La Paz County Superior Court on the Petition Date. 

Under the Plan, the Debtor will reject the Refund and Plant Expansion Agreement with KRC. 

KRC’s claim for rejection damages will be paid on a pro rata basis with General Unsecured 

Claims. 

10 
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E. Class D-2 - General Unsecured Claims. 

All of the claims against the Debtor not expressly and specifically classified above shall be 

treated as a Class D-2 General Unsecured Claim. 

The Class D-2 General Unsecured Claims shall include claims of all types, of any character 

and nature, contingent, non-contingent, liquidated, unliquidated, disputed, or undisputed. 

Class D-2 General Unsecured Claims shall include claims whether known or unknown by 

the Debtor. 

F. 

The Debtor shall contribute the sulll of $80,000.00 for payment of Class D-1 and Class D-2 

Payment of Class D-1 and D-2 Unsecured Claims. 

Unsecured Claims. 

Payments will commence on the first anniversary of the Effective Date and continue over the 

:em of the Plan. Class D-1 and Class D-2 Unsecured Claims are impaired. 

G. Equity Interest Holders. 

Class E Equity Security Holders shall consist of the claim of the stockholder of the 

:orporation William Scott who shall retain ownership of his outstanding stock and equity interest 

n the Debtor, unaltered and unchanged by the provisions of this Plan. 

ARTICLE V 

GENERAL PROVISIONS RELATING TO THE 
TREATMENT OF ALL CLAIMS 

A. Penalties and Other Charges. 

No portion of an Allowed Claim shall include, and no distribution shall be made, on account 

3f, any fine, penalty, exemplary or punitive damages, late charges, or other monetary charge relating 

to or arising from any default or breach by the Debtor. An objection shall be deemed to have been 

filed by the Debtor to any claim for such an amount. 

B. Controlling Effect. 

The provisions of this Plan shall modify and supersede any terms of any contract, promissory 

iote, deed of trust, security agreements, and other documents relating to any Allowed Claim, except 

11 
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any settlement agreement entered into by the Debtor-in-Possession and approved by the Bankruptcj 

Court, which settlement agreements shall be deemed a part of this Plan of Reorganization. The 

Debtor shall not be deemed to have assumed any obligation specified in any promissory note, deed 

of trust, security agreement, or other document relating to Allowed Claims except as specificallj 

provided by the Plan. 

C. Prepayment of Claims. 

The Debtor reserves the right to prepay any class of claims in full at any time without 

prepayment penalties. 

D. 

Creditors of the estate shall receive the distributions set forth in the Plan on account of and 

in complete satisfaction of Allowed Claims. Upon the Effective Date, each creditor shall be deemed 

to have assigned to the Debtor and waived, relinquished and released any and all of their rights and 

zlaims against the Debtor other than as provided for in the Plan or confirmation order. 

Satisfaction of Claims and Interests. 

ARTICLE VI 

MEANS FOR IMPLEMENTATION OF THE PLAN 

A. Post-Confirmation Management. 

The Reorganized Debtor shall continue to be managed by its President William Scott. 

B. Source of Plan Funds. 

The source of the Plan funds shall be the earnings of the Reorganized Debtor under the Plan 

if Reorganization. The Debtor shall continue to conduct its business in the same manner as it has 

Jeen conducted post petition. 

k 

C. Disputed Claims. 

If a distribution is required to be made under the Plan to the holder of a claim that is a 

Disputed Claim, any distribution shall be retained in the post-confirmation account until all 

>bjections and disputes relating to the claim have been resolved by a final order of the Bankruptcy 

2OLU.t. 
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D. Post-Confirmation Employment of Professionals. 

After the Effective Date, the Debtor shall have the right to employ professionals, including 

attorneys, accountants and other advisors free of any restrictions imposed by the Bankruptcy Code 

or Rules. Fees and costs may be paid for services rendered after the Effective Date from the post- 

confirmation bank account and solely upon the Debtor’s approval without the necessity of notice to 

creditors or bankruptcy court approval. 

E. Retention and Enforcement of Claims. a 

Pursuant to Code Section 1123@)(3), the Reorganized Debtor shall retain and may enforce 

any and all claims held by the Debtor, known or unknown, and whether or not specifically identified 

in the Disclosure Statement or Plan. 

ARTICLE VI1 

VESTING OF PROPERTY 

Confirmation of the Plan shall vest the property of the estate in the Debtor. 

ARTICLE VI11 

CLAIMS ADJUDICATION 

As of the date of the Plan, there exist disputed, contested and contingent claims. The 

xovisions of the Plan are based on the assumption that claims listed by the Debtor as disputed, 

:ontested or contingent are not valid and will not be paid under the terms of the Plan. In addition, 

he Debtor reserve the right to review all claims and to make objection to any claim subsequently 

jetermined to be invalid. The Debtor further reserves the right to contest the validity or extent of any 

:laimed lien, encumbrance or security interest in property of the estate. Thus, the claims 

djudication process may result in an increase or decrease in the amount of Allowed Claims. In the 

:vent the amount of any class of claims is increased, said increase shall be paid as part of the final 

iistribution. Notwithstanding any other provision of the Plan, no payments or distribution shall be 

nade in respect to all or any portion of a contested claim unless and until all objections to such 

:ontested claim have been determined by final order. 
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ARTICLE IX 

TERM 

The term of this Plan shall be for a period of seven (7) years beginning on the Effective Date 

and ending on the seventh anniversary thereof. 

ARTICLE X 

EXECUTORY CONTRACT AND UNEXPIRED LEASES 

The Debtor has one executory contract which consists of the R e h d  and Plant Expansion 

4greement for Developer and Company Installed Facilities between the Debtor and KRC Company, 

hc., an Arizona corporation, dated May 6, 1998. Pursuant to the terms of the Plan, the Debtor 

REJECTS the KRC Company, Inc., agreement. 

ARTICLE XI 

PROVISIONS WHICH MAY MODIFY THE RIGHTS OF ALL CLAIMANTS 

Upon the entry of the confirmation order, the Plan shall bind the Debtor, all creditors and any 

ntity acquiring or being distributed property under the Plan whether their claims are impaired under 

he Plan or whether or not they have accepted the Plan. Except as provided by this Plan, the 

:onfirmation order shall permanently bar the filing and/or asserting of any claims against the Debtor 

which arose or relates to the period of time prior to the petition date. 

ARTICLE XI1 

PREXONFIRMATION MODIFICATION 

The Debtor reserves the right to revoke or withdraw the Plan prior to entry of confirmation 

rder. If the Debtor revokes or withdraws the Plan, or if confirmation of the Plan does not occur, 

hen the Plan shall be deemed null and void and nothing contained herein shall be deemed to 

:onstitUte a waiver or release of any claims by or against the Debtor or any other person or to 

)rejudice in any manner the rights of the Debtor or any person in any further proceeding involving 

he Debtor. 

14 
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The Debtor further reserves the right to file modifications of the Plan at any time before 

confirmation provided that the Plan is modified and meets the requirements of Sections 1 122 and 

1123 of the Bankruptcy Code and the Debtor shall have complied with Sections 1125 of the 

Bankruptcy Code. 

ARTICLE XI11 

POST-CONFIRMATION MODIFICATION 

The Debtor reserves the right to seek modification of the Plan at any time after confirmation 

and before substantial consummation; provided that the Plan as modified meets the requirements of 

Sections 1 122 and 1 123 of the Bankruptcy Code and the Bankruptcy Court, after notice and hearing, 

confirms the Plan as modified under Section 1 129 of the Bankruptcy Code. A holder of a claim that 

has accepted or rejected the Plan shall be deemed to have accepted or rejected, as the case may be, 

such Plan as modified, unless within the time fixed by the Bankruptcy Court, such holder changes 

its previous acceptance or rejection. 

ARTICLE XIV 

FINAL ACCOUNTING 

Upon consummation of the Plan, the Debtor shall provide a final accounting to the 

Bankruptcy Courtpursuant to Section 1 106(a)(7) ofthe Bankruptcy Code and shall make application 

to close the case under Section 350 of the Bankruptcy Code. 

ARTICLE XV 

RETENTION OF JURISDICTION 

The Bankruptcy Court shall retain jurisdiction conferred by 28 U.S.C. Section 157 and 28 

U.S.C. Section 1334 for any necessary purpose including but without limitation, the following: (1) 

to set aside liens or encumbrances or to recover any preferences, transfers, assets or damages to 

which the estate may be entitled under applicable provisions ofthe Bankruptcy Code or other federal, 

state or local law; (2) to hear and determine all claims arising from the rejection of any executory 

15 
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contract, including leases, and to consummate the rejection of executory contracts hereunder; (3) tc 

liquidate damages in connection with the disputed, contingent or unliquidated claims; (4) ta 

adjudicate’ all controversies concerning the classification or allowance of any claim or interest; (5) 

to resolve any disputes regarding the interpretation of the Plan; (6) to implement the provisions of 

this Plan and to make such orders as will aid the consummation of the Plan; (7) to determine any and 

all applications for allowance of compensation and reimbursement of expenses; (8) to adjudicate 

controversies regarding property which constitutes property of the Debtor’s estate and regarding the 

ownership thereof, including the adjudication of causes of action which constitute property of the 

estate; (9) to modify this Plan pursuant to Section 1141 of the Bankruptcy Court; (10) to enter an 

order closing the case; and (1 1) to approve the sale of any estate property outside the ordinary course 

of business. 

ARTICLE XVI 

POST-CONF’IRMATION REPORTS AND U.S. TRUSTEE FEES 

The Reorganized Debtor and Creditors’ Trustee shall be responsible for the timely payment 

3f fees incurred pursuant to 28 U.S.C. Section 1930(a)(6)(as amended in 1996) to the United States 

rrustee. After confirmation, the Reorganized Debtor shall serve on the United States Trustee a 

financial report for each quarter (or a portion thereof), that the case remains open. The quarterly 

I’mancial report shall include the following: 

A. A statement of all disbursements made during the course of the quarter, whether or 

not pursuant to the Plan; 

B. A summary, by class, of amounts distributed or property transferred to each receipt 

under the Plan and an explanation of the failure to make any distributions or transfers of property 

under the Plan; 

C. 

D. 

Debtor’s projections as to its continuing ability to comply with the terms of the Plan; 

A description of any other factors which may materially affect the Debtor’s ability 

to consummate the Plan; and 

E. An estimated date when an application for final decree will be filed with the court (in 

16 
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the case of the final quarterly report, the date the decree was lodged or requested). 

ARTICLE XVII 

RESERVATION OF ALL CLAIMS 

Under the Plan, the Debtor shall retain all claims of all types, character, and nature againsl 

:very person or entity, which claim existed on the petition date. Without limiting the fill scope of 

he preceding sentence, the Debtor expressly retains all claims against KRC Company, Inc. 

ARTICLE XVIII 

NEW VALUE CONTRIBUTION 

Within one hundred eighty (1 80) days after the Effective Date, the Debtor’s President Bill 

Scott will contribute twenty-five thousand dollars ($25,000) cash to the corporation as a New Value 

2ontribution for purposes of acquiring a standby generator, the well and plant improvements, and 

)perating capital described in the Disclosure Statement. 

DATED this 23rd day of July, 2003. WEIL & WEIL, PLLC 

By: Is/ T o ~ ~ A .  W& 
John A. Weil 
Attorney for Keaton Development 
Company, Inc. 

17 
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BALANCE SHEET 6/30/04 AND IMPACT OF $40,000 
ACTUAL IMPACTOF 1 AFTER LOAN 

SCHEDULE 2 

Q6/30!04 

I KEATON DEVELOPMENT COMPANY 1 

LOAN FUNDED 

CASH 
ACCOUNTS RECEIVABLE , 

I 

$18,759.87 $1 8,759.87 
$9,437.34 $9,437.34 

CURRENT ASSETS 

TOTAL CURRENT ASSETS 

LONG TERM ASSETS 

$28,197.21 $28,197.21 

FIXED ASSETS 
ACCUMULATED 
TOTAL FIXED ASSETS 
DEPOSITS 
ENGINEERING FEES TO BE 
PART OF FIXED ASSET CONST. 
TOTAL LONG TERM ASSETS 

$532,084.42 $532,884.42 
$267,725.85 $267,725.85 
$265,158.57 $265,158.57 

$3,920.40 $3,920.40 

$0.00 $40,000.00 $40,000.00 
$269,078.97 $309,078.97 

ACCOUNTS PAYABLE 
SHORT TERM LOAN 
ACCRUALS 
CMLTD 
CMLTD - BANKRUPTCY 

LIABILITIES 

$19,670.02 $19,670.02 
$7,000.00 $7,000.00 
$3,087.93 $3,087.93- 
$2,340.00 $2,115.30 $4,455.30 
$9,201.60 $9,201.60 

CURRENT LIABILITIES 

I 
,TOTAL CURRENT LIABILITIES $41,299.55 $43,414.85 

LONG TERM LlABlLlTES 

LONG TERM DEBT $39,773.66 $37,884.70 $77,658.36 
LONG TERM DEBT - BANKRUPTCY $97,084.06 $97,084.06 

TOTAL LONG TERM DEBT $1 36,857.72 $174,742.42 

TOTAL LIABILITIES $1 78,157.27 $218,157.27 

NET WORTH $1 19,118.81 $119,118.91 



I 
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KEATON DEVELOPMENT, INC. 
SCHEDULE 3 

ASSUMPTIONS FOR AUGUST 1,2004 TO DECEMBER 3 1,2004 
PROJECTIONS OF INCOME AND EXPENSES 

Water income is based on the recent billings and the annual increase in billings during the winter 
visitor season. Although there may be some random hook ups, we are not projecting any for this 
period as the three major projects in this m a  Will not come on line until January of 2005. 

Sales Tax collections are based on the current sales tax rate of 6.0%. 

Legal Fees are placed as zero for the period being projected. The company made a $15,000 
deposit when it filed Chapter 1 1. The plan is filed and approved and there is still in excess of 
$3,000 in the accourit. The next legal action will not be until first quarter next year. At that time 
the Keaton Development, Inc. (Keaton) will file for the Final Decree. The $3,000 is more than 
adequate to cover that cost. No other nonbankruptcy actions are anticipated. 

Contracted Professionals expense is based on anticipated costs to complete the issues related to 
the financing of this project with the Arizona Corporation Commission and W.I.F.A. 

L Rent Auto Bt Equipment expenses based on the costs from 2003 and year to date. Although there 
is not a plan for the rental of either auto or equipment, for the sake of conservatism, the projected 
amount is being budgeted. 

Meter Reading expense is based on the agreements currently in place. 

Contracted Maintenance expense is based on 2003 and year to date results as a percentage of 
sales. 

Payroll expense is based on current wages of the existing office staff. 

Officer Salary expense is based on the current amount of $1,500 that is being paid to the owner. 
This is within the Bankruptcy Plan and can be forfeited to support operations by the owner if 
needed. 

Utilities (Electric) expense is based on 2003 and year to date usage. 

Utilities (Water) expense is based on current water rates. 

Chemicals expense is based on 2003 and year to date usage. 

b Page 1 of 2 



L Materials & Supplies expense is based on 2003 and year to date results as a percentage of sales. 

Office & Supplies expense is based on 2003 and year to dab results as a percentage of sales. 

Annual Sampling Fee expense is based on the existing agreement for date and cost. 

Rent Office & Yard expense is based on the current rental agreement that covers the projected 
period. 

Transportation expense is based on 2003 sind year to date results as a percentage of sales. 

Insurance expense is based on current policies and payment structure. The insurance agent does 
not expect an increase in the next policy period. 

Regulatory Commission expense is for water testing. This is based on 2003 and year to date 
expenses. 

Miscellaneous expense is based on the 2003 and year to date results as a percentage of sales. 

Property Tax expense is based on the latest assessment. 

Sales Tax expense is based on 6.0% of Water income. 

Interest expense is included in total debt service requirements identified below. 
iW 

Bad Debt expense is based on the budget amount of $1,000 per year. Based on the current aging 
and listing the budgeted amount is more than ample cover any existing problem accounts. 

Trustee Fee expense is based on the requirements to pay 3 quarterly fee to the Bankruptcy 
Trustee as long as you are still under the plan and a Final Decree has not been issued. The Final 
Decree will be issued in March. The last Trustee Fee will be expended on February of 2OO5 and 
will cover the period up to the Final Decree. 

W.I.F.A. payments are based on current terms and conditions. 

La Paz County payments on old property taxes are based on the Bankruptcy Plan. Per the plan, 
payments will be made over a six-yep period starting on January 3,2005. 

Unsecured debt repayment is based on the Bankruptcy Plan. Under the plan, Keaton will pay 
$80,000 over six years, be*g Jaauary 3,2005. 

New W.I.F.A. loan payments am based on a $40,000 loan with a 20-year amortization and 6%. 

b Page 2 of 2 



ACTUAL 
06/30/04 

ASSETS 

IMPACT OF AFTER LOAN 
LOAN FUNDED 

I I I I I 

CASH 
ACCOUNTS RECEIVABLE 

$18,759.87 $1 8,759.87 
$9,437.34 $9,437.34 

TOTAL CURRENT ASSETS 

LONG TERM ASSETS 

$28,197.21 $28,197.21 

FIXED ASSETS 
ACCUMULATED 
TOTAL FIXED ASSETS 
DEPOSITS 
ENGINEERING FEES TO BE 
PART OF FIXED ASSET CONST. 
TOTAL LONG TERM ASSETS 

LIABILITIES 

CURRENT LIABILITIES 

$532,884.42 $532,884.42 
$267,725.85 $267,725.85 
$265,158.57 $265,158.57 
$3,920.40 $3,920.40 

$0.00 $40,000.00 $40,000.00 
$269,078.97 $309,078.97 

TOTAL ASSETS $297,276.1 8 $337,276.18 

ACCOUNTS PAYABLE 
SHORT TERM LOAN 
ACCRUALS 
CMLTD 
CMLTD - BANKRUPTCY 

$1 9,670.02 $1 9,670.02 
$7,000.00 $7,000.00 
$3,087.93 $3,087.93 
$2,340.00 $2,115.30 $4,455.30 
$9,201.60 $9,201.60 

TOTAL CURRENT LIABILITIES 

LONG TERM LlABlLlTES 

LONG TERM DEBT 
LONG TERM DEBT - BANKRUPTCY 

TOTAL LONG TERM DEBT 

TOTAL LIABILITIES 

E T  WORTH 

$41,299.55 $43,414.85 

$39,773.66 $37,884.70 $77,658.36 
$97,084.06 $97,084.06 

$136,857.72 $1 74,742.42 

$178,157.27 $218,157.27 

$119,118.91 $1 19,118.91 



RECEIVED 

AZ GORP COMMISSION 
DOCUMEHT CONTROL TO: 

Director 
Utilities Division 

I 

DATE: October 18,2004 

RE: STAFF REPORT FOR ICEATON DEVELOPME-NT COMPANY APPLICATION 
FOR FINANCING AUTHOREATION DOCKET NO. W-02169A-04-0363 

Attached is the Staff Report for Keaton Development Company application for a 
financing authorization. Staff recommends denial. 

EGJ: JHJ: red 

Originator: J. H. JOHNSON 







STAFF ACMVOWLEDGMENT 

The Staff Report for Keaton Development Company, Docket No. W-02169A-04-0363 
was the responsibility of the Staff members listed below: J. H. Johnson was responsible for the 
review and financial analysis of the Company’s application. Dorothy Hains was responsible for 
the engineering and technical analysis. I 
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Keaton Development Company (“Keaton” or “Company”) filed an application on May 
13, 2004 with the Anzoiia Corporation Commission (“Commissi~n~~ or “ACC”) requesting 
autliorizatior, to incur $4.0,000 of loug- term debt. Meaton also submitted an application for 
financing with the Water Infrastructure Finance Authority (“WIFA”). 

Keaton is an Arizona forprofit corporation which owils and operates a public service 
corporation and holds a Certificate of Convenience and Necessity (‘CC&N”) authorizing it to 
provide water service in La Paz County, Arizona. Keaton’s headquarters are in Salome, Arizona. 
Keaton provides water service to 429 connections as of the date of the application and has three 
employees. 

Keaton is owned by William Scott, age 61, of Blythe, California, who bought the 
Company on March 4,2003. Mr. Scott subsequently took Keaton into Chapter 11 bankruptcy as 
the result of inability to make refunds of Advances in Aid of Construction to KRC Company, 

t 

InC. 

Keaton proposes to use the loan proceeds for the following purposes: (1) Develop a 
master plan for the expansion needed in the near hture; (2) Upgrade the chlorination system; (3) 
Develop information on existing ground storage reservoirs; and (4) Provide back up electrical 
power for electricity outages. 

The Company proposes to borrow $40,000 from WIFA at an expected interest rate of 5.5 
percent per annum with a twenty-year term and a monthly payment of $275.17. 

Staff reviewed the financial information submitted with the application and the Company 
prepared updated projections for the second half of 2004. The projections show a return to 
profitability and a positive equity position. However, issuing debt so soon after a Chapter 11 

advised. An alternative to issuing additional debt to finance the proposed expenditures is to 
infuse equity capital. 

bankruptcy (Final Decree has not been filed) with no documented history of profitability is ill I 

Staff concludes that Keaton is not a viable candidate for more long-term debt. Its 
negative equity, operating losses and a pro forma debt service coverage ratio of 1.15 that is 
below WIFA’s minimum requirement of 1.20 are not compatible with issuing additional debt. 

Staff recommends denial of the applicant’s request for authorization to incur $40,000 of 
debt financing. 

W-02169A-04-0363 
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Introduction 

Keaton Development Company (“Keaton” or “Company”) filed an application on May 
13 , 2004, with the Arizona Corporation Commission (“Commission” or “ACC”) requesting 
authorization to incur $40,000 of long-term debt. Keaton also submitted an application for 
financing with the Water Infrastructure Finance Authority (“WIFA”). i 

Notice 

The Company published a notice of an application for an order authorizing the issuance 
of long-term debt in the Parker Pioneer on April 4, 2004. An affidavit of publication is 
attached to this report. 

Backmound 

Keaton is an Arizona for-profit corporation which owns and operates a public service 
corporation and holds a Certificate of Convenience and Necessity (“CC&N”) authorizing it to 
provide water service in La Paz County, Arizona. Keaton’s headquarters are in Salome, Arizona. 
Keaton provides water service to 429 connections as of the date of the application and has three 
employees. 

Keaton expects many additional customers in the next few years from development of 
new RV parks, mobile home parks, and additional lots in the KRC development. 

Keaton is owned by William Scott, age 61, of Blythe, California, who bought all the 
outstanding shares of common stock of the Company on March 4,2003. MI-. Scott subsequently 
took Keaton into Chapter 11 bankruptcy as the result of inability to make refimds of Advances in 
Aid of Construction to KRC Company, Inc. 

Purpose of Financing 

1 

Keaton proposes to use the loan proceeds for the following purposes: (1) Develop a 
master plan for the expansion needed in the near future; (2) Upgrade the chlorination system; (3) 
Develop information on existing ground storage reservoirs; and (4) Provide back up electrical 
power for electricity outages. 

Description of Proposed Financing 

The Company proposes to borrow $40,000 from WIFA at an expected interest rate of 5.5 



Docket No. W-021 G3A-04-0363 
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Financial Analvsis 

Staff used financial information from the financial statements provided with the 
application for the year ended December 31, 2003, to prepare Schedule JHJ-1, attached, and as 
the basis for its analysis. Schedule JHJ-1 presents operating income, times interest earned ratio 

terms and conditions from WIFA as outlined in the application. Specifically, Staffs analysis is 
based on a 20-year amortization at 5.5 percent per annum and a sinking fund requirement equal 
to one year’s payments to be collected over the first five years of the loan. 

(“TIER”), debt service coverage (“DSC”), and capital structure data. Staff also used expected t 

The Company repoi-ts revenue of $15 1,525 for the fiscal year ending December 3 1 2003. 
Expenses exceeded revenues resulting in an operating loss for the year of $16,228. 

Schedule JHJ-1, column B, reflects 2003 financial results with pro forma adjustments to 
reflect the proposed loan. The pro forma information shows a negative 1.70 TIER and a 1.15 
DSC. These ratios indicate that Keaton’s cash flows are marginally sufficient to service the 
proposed $40,000 debt and other existing debt in the short-term, but has insufficient earnings to 
sustain debt service in the long-term. The DSC is below WIFA’s minimum requirement of 1.20. 

The TIER represents the number of times earnings will cover interest expense on long- 
term debt. A TIER ratio greater than 1.0 means that operating income is greater than interest 
expense . 

The debt service coverage ratio represents the number of times internally generated cash 
will cover required principal and interest payments on long-term debt. A DSC ratio greater than 
1 .O indicates that operating cash flow is sufficient to cover debt obligations. 

Schedule JHJ-1 also shows that Keaton’s existing capital structure is completely 
comprised of debt due to the negative equity position. The proposed debt would exacerbate the ! 
already excessively leveraged capital structure. 

Keaton is not a viable candidate for the proposed long-term debt due to its negative 
equity, operating losses and insufficient DSC. Keaton’s balance sheet problems should be 
addressed by improving its equity balance through equity infusion and improved operating 
results. 

Staff also reviewed the Company’s updated projections for the second half of 2004. The 
projections show a return to profitability and a positive equity position. However, the 
projections are insufficient to support the proposed debt in the absence of a documented history 
of profitability so soon after a Chapter 11 bankruptcy (Final Decree has not been filed). Infusion 
of equity capital is an alternative to debt issuance for fimding the proposed expenditures. 

W-02 169A-04-0363 
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Compliance 

The Utilities Division Compliance Section reports that there are no outstanding 
compliance issues. 

Engineering Analysis I 

The Engineering Report concludes that there is adequate storage and production capacity 
to serve 3,200 customers and the water being delivered meets water quality standards required by 
the Arizona Administrative Code, Title 18, Chapter 4. Staff further concludes that the projects 
that are the subject of the proposed financing application are appropriate and the Company’s cost 
estimates are reasonable. 

Staff Conclusions and Recommendations 

Staff concludes that the issuance of debt in the amount of $40,000 on the terms described 
is for lawful purposes and within the corporate powers of the applicant. 

Staff further concludes that the issuance of any additional debt is not compatible with the 
public interest and not compatible with sound financial practices due to the applicant’s marginal 
ability to service debt and its excessively leveraged financial position. 

Staff recommends denial of the applicant’s request for authorization to incur $40,000 of 
debt financing. 

Staff recommends, as outlined in greater detail in the attached Engineering Report, that 
the Company file quarterly reports with the Utilities Division Director showing monthly water 
pumped and sold until notified otherwise by the Utilities Division Director. The quarterly report 
should also summarize actions taken to reduce system water loss. I 

Staff recommends that the Company file a curtailment tariff as soon as possible, but no 
later than forty-five days after the effective date of the final Decision and Order in this matter. 
The tariff shall be docketed as a compliance item under this docket number for the review and 
certification of the Utilities Division Director. The tariff shall further generally conform to the 
sample tariff found on the Commission’s web site at www.cc.state.az.us. Staff recognizes that 
the Company may need to make minor modifications according to their specific management, 
operational, and design requirements as necessary and appropriate. 
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DATE. Sepkmber 8,2004 

TO: James Johnson, Auditor 111 

FROM: D. Hains, Utilities Engineer 

RE: 
f 

Meaton Development Company .- Financing Application 
(Docket NO. W-02169A-04-0363) 

I 

Keaton Development Company (“Keaton” or “Company“), which provides water service 
to the Town of Salonie in La Paz County, has filed a financing application for approval to 
obtain a loan in the amount of $40,000. The loan will be used for (1) the development of 
a master plan, (2) to complete an engineering evaluation of the Company’s existing 
chlorination system, (3) to complete an engineering evaluation of the Company’s existing 
storage system, and (4) to pay for the purchase of an on-site emergency generator. The 
need for each of these projects is discussed below. In 2002, Keaton was sold to a new 
owner. 

System Analysis 

I. Capacity 

The Company owns and operates a water system that contains two wells, three storage 

approximately three square miles. This system has a 1,100 gallon per minute (“GPM’) 
production rate and 48,000 gallons of storage capacity. There is adequate storage and 
production capacity in the system to serve approximately 3,200 customers. 

According to Mr. William S. Scott (the new owner of Keaton), important records 
regarding storage tank specifications, repairs and improvements, and other storage tank 
modifications were not provided by the previous owner. The new owner has expressed 
concern about the operating condition of the existing tanks and believes there may be a 
need for additional storage capacity. It appears that the Company has not been operating 
the tanks at full capacity. Therefore, the Company plans to hire an engineering 
consultant to evaluate the system and recommend any changes that are needed. 

tanks, and a distribution system serving 399 metered customers in a certificated area of 1 



Water Treatment 

.l'he Conipmy has received several complainis recently h m  customers regarding water 
odor MC !aste quality. The Company suspects that the chloriae treattment device i s  rat  
fmctioning properly or is not functioning a-t all. The Company plans to hire an 
c,ngineer;.ng consultant to evaluate the chlorine treataerit system. arid detemim if the 
existing chlorinator car1 be repaired or if a new unit is needed. 

~ 

111. Emergency Generator 
D '  

The Company has experienced service related problems (i.e., low water pressureF or EO 

water) when commercial power has been interrupted for any significant period of time. 
These interruptions, which in recent years have declined, have typically occurred during 
the monsoon season when high winds and lightening have damaged APS electric 
facilities'. Recently, the Company purchased an on-site generator which can be used to 
restore power to the well pumps and other equipment in the event conlmercial power is 
interrupted for a significant period of time. 

IV. Water Loss 

A. Prior Yeas Reporting 

In Decision No. 64176, effective November 2001, the Company was ordered to 
file quarterly reports showing monthly water pumped and water sold data for a 
period of one year. At the end of the one year reporting period, the Company was 
experiencing an average monthly water loss of 16.74 percent. 

January 2003 through February 2004 

The Company's water loss situation appears to be worsening, for January 2003 
through February 2004 the Company experienced an average monthly water loss 

10 percent. Staff recommends that the Company be required to file quarterly 
reports showing monthly water pumped and water sold data until it is notified 
otherwise by the Director of the Utilities Division. The quarterly report should 
also include a summary of the actions taken during that quarter to reduce system 
water loss. These reports shall be docketed as a compliance item under this 
docket number for the review of the Utilities Division Director. Staff further 
recommends that the Company reduce its water loss to less than 10 percent within 
eighteen months after the effective date of the Decision in this matter. If after 
eighteen months of the effective date of the Decision in this matter the Company 
has failed to reduce its non-account water below 15 percent, Staff further 

B. 

of 24.34 percent which far exceeds Staffs recommended water loss threshold of 1 

' APS is the electric utility that provides service in the Salome area. Service to the area is provided via a 
radial line. Due to the nature of a radial line service arrangement, when the line is damaged service is 
intempted until repairs can be made. Recent improvements made by APS to this line appear to have 
reduced the frequency of Salome outages. 

* 



a? any ilC\V Main Extension Agreemer~ts submitted by ihhs 
Csmpmy slial.1 he denied u d l  the Company shows that average water loss for 
t c x  .io;lsecuti.vc qmrters is below 15 percent. 

If the C~mpany finds that wzter loss can only be reduced to less than 15 percent, hilt m t  
less than 19 percent . d i n  eighteen months after the effective dale of the Cecision in this 
niatter , the Compaiiy shall subinit a detailed cost analysis and explanation demonstrating 
why a water loss reduction to less than 10 percent is not cost effective. 

The fmancing, in part, will be used to fund the development of a master plan. The 
company has been operating without records/maps which show the location of existing 

meters). A master plan will create a record of the existing system which will enable the 
Company to locate leaks and other problems and improve its system management. A 
coinprehensive master plan is an important tool that the Company needs to efficiently 
manage its system and to reduce water loss. 

D 

I mderg-mund facilities (ie., main lines, distribution lines, service lines, control valves and 

Arizona Department of Environmental Quality (“ADEQ”) Compliance 

Staff received an ADEQ water quality compliance status report dated May 19, 2004, for 
Keaton’s water system (Public Water System No. 15-029). In this report, ADEQ stated 
that it has determined that this system is currently delivering water that meets water 
quality standards required by Arizona Administrative Code, Title 18, Chapter 4. 

Arizona Department of Water Resources (((ADWR”) Compliance 

The system is not within any ADWR Active Management Area. 

ACC Compliance 1 

A check with the Utilities Division Compliance Section showed there are no outstanding 
compliance issues. 

I. Arsenic 

The U.S. Environmental Protection Agency (“EPA”) has reduced the arsenic maximum 
contaminant level (“MCL”) in drinking water from 50 micrograms per liter (“pg/l”) to 10 
pgA. The date for compliance with the new MCL is January 23rd, 2006. Recent lab test 
results indicate that the Company is delivering water that meets the new arsenic standard. 



--- ---------- 
Brnk-ct - Description - 

A. Master Plan 
Field investigation 
Mapping of mains, Well inventory & Water quality 
testing 
--I --__ 

Computer modeling 
Contingencies (1 6% of the project cost) ~ 

subtotal 
L------ 

B. Reservoirs Investigation 
Field investigation & Recommendation 

sub total 

C. Upgrading Chlorination Project 
Field investigation, Field sampling & testing, 

E s tim a t ed C' osT'(ij--j 
I 

--- - 

14,500 

4,500 1 
I 
I 

14,000 
5,266 

23,766 
-- 

6 000 -H 
3,800 

Design chemical feed pump, design control device 
& research a suitable chlorinator 

Subtotal 3,800 

111. Curtailment Tariff 

D. Purchase an on-site generator 
Diesel generator (125KW, 3 0, 480v) 

A curtailment tariff is an effective tool to allow a water company to manage its resources 
during periods of shortages due to pump breakdowns, droughts, or other unforeseeable 
events. Since the Company does not have a curtailment tariff, this application provides 
an opportune time to prepare and file such a tariff. Staff recommends that the Company 
file a curtailment tariff as soon as possible, but no later than forty-five days after the 
effective date of the final Decision and Order in this matter. The tariff shall be docketed 

23,000 
Subtotal 

Total 

23,000 

57,566 



as a coirq1i:ince item under this docket nurnber for ihs re-riew a2.d cei-tificatioa of ;he 
Utilities Division Director. 

Staff futher recommends that the tariff sh;lIl generally conform to :he sample tariff fomd 
on the Commission’s web site at www.cc.state.az.us. Staff rmognizes that the Company 
may need to make ninor modifications according to their specific manageizent, 
opeyational; and design requireinents as necessary md appropriate. 

Summary 

I. Recommendations : 
I 

I 1. Staff recommends that the Company be required to file quarterly reports showing 
monthly water pumped and water sold data until it is notified otherwise by the 
Director of the Utilities Division. The quarterly report should also include a 
summary of the actions taken during that quarter to reduce system water loss. 
These reports shall be docketed as a compliance item under this docket number 
for the review of the Utilities Division Director. Staff further recommends that 
the Company reduce its water loss to less than 10 percent within eighteen months 
after the effective date of the Decision in this matter. If afier eighteen months of 
the effective date of the Decision in this matter the Company has failed to reduce 
its non-account water below 15 percent, Staff further recommends that any new 
Main Extension Agreements submitted by the Company shall be denied until the 
Company shows that average water loss for two consecutive quarters is below 15 
percent. 

If the Company finds that water loss can only be reduced to less than 15 percent, 
but not less than 10 percent within eighteen months after the effective date of the 
Decision in this matter, the Company shall submit a detailed cost analysis and 
explanation demonstrating why a water loss reduction to less than 10 percent is 
not cost effective. I 

2. Staff recommends that the Company file a curtailment tariff as soon as possible, 
but no later than forty-five days aRer the effective date of the final Decision and 
Order in this matter. The tariff shall be docketed as a compliance item under this 
docket number for the review and certification of the Utilities Division Director. 

Staff further recommends that the tariff shall generally conform to the sample 
tariff found on the Commission’s web site at www.cc.state.az.us. Staff recognizes 
that the Company may need to make minor modifications according to their 
specific management, operational, and design requirements as necessary and 
appropriate. 





AFFIDAVIT OF PUBLICATION 
--------------^-------- ...................... 

STATE OF ARIZONA 

COUNTY OF LA PAZ, SS 

================ 

================ 

Alice Opie 
of said county, being duly sworn, deposes and says: that he/she is and at all times herein mentioned was 
2 citizen of the United States, aver :he age of twenty-one years, and is competent to be a witness on the 
trial of the above entitled action, and that he/she is not a party to, nor interested in the above entitled 
matter. 

That he/she is the Advertising Agent for the: 

PARKER PIONEER 
(published weekly) and which is a weekly newspaper of general circulation, published and circulated in 
the said County of La Paz, and is published for the dissemination of local news and intelligence of a 
general character, and has a bona fide subscription list of paying subscribers, and said newspaper has 
been established and published in the City of Parker, County of La Paz, State of Arizona, for at least one 
year before the publication of the first insertion of this notice and said newspaper is not devoted to the 
interests of, or published for the entertainment of any particular class, profession, trade, calling, race or 
denomination, or any number thereof. 
That the: 

1 

APPLICATION FOR AN ORDER 
Lona Term Debt 

Keaton DeveloDment Co.. Inc, 

of which the annexed is a printed copy, was published in said newspaper at least L t imes,  commencing 
on the 14th day-of A~ri l .  2004, and ending on the 14" dav of ADril. 2004, all above days inclusive, and 
in the reaular and entire issue of said newspaper proper, and not in a supplement and said notice was 
publish& therein on the following dates, to-wit: 

April 14. 2004 

Subscribed and sworn to before me this jgth day of April. 2004. 
/* a- 

f Arizona. 

l_ll__ , My Commission Ex 
I 

I 
I 
I 

I 

i 

PUWC NOTICE OF AN APPLICATION FOR AN 
ORDER 

AUTnOREINQ THE ISSUANCE OF Long 
Term Debt 

htaiVEMI. 
2 A shwt ststemant of the pmpwed Intervenor's inter- 

?&ET$%% intenrenor desires a formal evi- 
danliarv ha m on the appliceUon and lhe TBBSMS !Or 

this notice. 
PUBLISH: Aug. 14,2004 
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